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COMMONLY USED ACRONY MS AND SHORT FORMS

AAC
AGC
ALF
aMW
AMNR
ANR
ASC
BiOp
BPA
Btu
CDD
CDQ
CGS
CHWM
COE, Corps, or USACE
Commission
Corps, COE, or USACE
COSA
COou
Council or NPCC
CP
CRAC
CSP
CT

CYy
DDC
dec
DERBS
DFS
DOE
DSI
DSO
EIA
EIS

EN
EPP
ESA
e-Tag
FBS
FCRPS
FCRTS
FELCC
FHFO

Anticipated Accumulation of Cash
Automatic Generation Cordl

Agency Load Forecast (computer model)
average megawatt(s)

Accumulated Modified Net Revenues
Accumulated Net Revenues

Average System Cost

Biological Opinion

Bonneville Power Administration

British thermal unit

cooling degree day(s)

Contract Demand Quantity

Columbia Generating Station

Contract High Water Mark

U.S. Army Corps of Engineers

Federal Energy Regulatory Commission
U.S. Army Corps of Engineers

Cost of Service Analysis
consumetowned utility

Northwest Power and Conservation Council
Coincidental Peak

Cost Recovery Adjustment Clause
Customer System Peak

combustion turbine

calendar year (January through Betber)
Dividend Distribution Clause

decrease, decrement, or decremental

Dispatchable Energy Resource Balancing Service

Diurnal Flattening Service
Department of Energy

directservice industrial customer or diresgrvice industry

Dispatcher Standing Order

Energy Information Administration
Environmental Impact Statement

Energy Northwest, Inc.

Environmentally Preferred Power
Endangered Species Act

electronic interchange transaction information
Federabase system

Federal Columbia River Power System
Federal Columbia River Transmission System
firm energy load carrying capability

Funds Held for Others
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FORS Forced Outage Reserve Service

FPS Firm Power Products and Services (rate)

FY fiscal year (October through September)

GARD Generation and Reserves Dispatch (computer model)

GEP Green Energy Premium

GRSPs General Rate Schedule Provisions

GTA General Transfer Agreement

GWh gigawatthour

HDD heating degree day(s)

HLH Heavy Load Hour(s)

HOSS Hourly Operating and Scheduling Simulator (computer model)

HYDSIM Hydrosystem Simulator (computer model)

ICE Intercontinental Exchange

inc increase, increment, or incremental

IOU investorowned utility

IP Industrial Firm Power (rate)

IPR Integrated Prgram Review

IRD Irrigation Rate Discount

IRM Irrigation Rate Mitigation

IRMP Irrigation Rate Mitigation Product

JOE Joint Operating Entity

kw kilowatt (1000 watts)

kwh kilowatthour

LDD Low Density Discount

LLH Light Load Hour(s)

LRA Load Reduction Agreemén

Maf million acrefeet

Mid-C Mid-Columbia

MMBtu million British thermal units

MNR Modified Net Revenues

MRNR Minimum Required Net Revenue

MW megawatt (1 million watts)

MWh megawatthour

NCP Non-Coincidental Peak

NEPA National Environmental Policy Act

NERC North American Electric Reliability Corporation

NFB National Marine Fisheries Service (NMFS) Federal Columbia
River Power System (FCRPS) Biological Opinion (BiOp)

NLSL New Large Single Load

NMFS National Marine Fisheries Service

NOAA Fisheries National Ocanographic and Atmospheric Administration
Fisheries

NORM Non-Operating Risk Model (computer model)

Northwest Power Act Pacific Northwest Electric Power Planning and Conservation
Act
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NPCC or Council

NPV
NR
NT
NTSA
NUG
NWPP
OATT
O&M
OATI
OMB
oy
PF
PFp
PFx
PNCA
PNRR
PNW
POD
POI
POM
POR
Project Act
PRS
PS
PSW
PTP
PUD
RAM
RAS
RD
REC

Reclamation or USBR

REP
RevSim
RFA
RHWM
RiskMod
RiskSim
ROD
RPSA
RR
RRS
RSS

Pacific Northwest Electric Power and Conservation Planning

Council
net present value

New Resource Firm Power (rate)

Network Transmission

Non-Treaty Storage Agreement

non-utility generation
Northwest Power Pool

Open Access Transmission Tariff
operation and maintenance

Open Acess Technology International, Inc.

Office of Management and Budget
operating year (August through July)
Priority Firm Power (rate)

Priority Firm Public (rate)

Priority Firm Exchange (rate)

Pacific Northwest Coordination Agreement

Planned Net Revenues for Risk

Pacific Northwest
Point of Delivery

Point of Integration or Point of Interconnection

Point of Metering
Point of Receipt

Bonneville Project Act
Power Rates Study
BPA Power Services

Pacific Southwest

Point to Point Transmission (rate)

public or

peopl eds

Rate Analysis Model (computer model)
Remedial Action Scheme

Regional Dialogue

Renewable Energy Certificate
U.S. Bureau of Réamation
Residential Exchange Program
Revenue Simulation Model (component of RiskMod)

Revenue Forecast Application (database)

Rate Period High Water Mark
Risk Analysis Model (computer model)
Risk Simulation Model (compamt of RiskMod)

Record of Decision
Residential Purchase and Sale Agreement

Resource Replacement (rate)
Resource Remarketing Service
Resource Support Services
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RT1SC

RTO

SCADA

SCS

Slice

T1SFCO

TCMS

TOCA

TPP

TRAM

Transmission System Act
TRL

TRM

TS

TSS

UAI

ULS

USACE, Corps, or COE
USBR or Reclamation
USFWS

VERBS

VOR

VR1-2014

WECC

WIT

WSPP

RHWM Tier 1 System Capability

Regional Transmission Operator

Supervisory Control and Data Acquisition
Secondary Crediting Service

Slice of the System (product)

Tier 1 System Firm Critical Output
Transmission Curtailment Management Service
Tier 1 Cost Allocator

Treasury Payment Probalbyi

Transmission Risk Analysis Model

Federal Columbia River Transmission System Act
Total Retail Load

Tiered Rate Methodology

BPA Transmission Services

Transmission Scheduling Service

Unauthorized Increase

Unanticipated Load Service

U.S. Army Corps of Engineers

U.S. Bureau of Reclamation

U.S. Fish and Wildlife Service

Variable Energy Resources Balancing Service (rate)

Value of Reserves
FirstVintage rate of the BR4 rate period

Western Electricity Coordinating Council (formerly WSCC)

Wind Integration Team
Western Systems Power Pool
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AC
AL
AP
BC
CL
co
CP
CS
ED
EW
FR
GC
GH
IN
P
IR
JP
LC
MS
NE
NI
NR
NT
NW
NY
PC
PG
PN
PO
PP
PS
PU
PX
RN
sC
SE
SN
ST
TA
TC
TU
wC
WG
WM
YP

PARTY ABBREVIATIONS AND JOINT PARTY DESI GNATION CODES

Avista Corporation

Alcoa, Inc.

Association of Public Agency Customers
Benton County Public Utility District No. 1
Clark County Public Utility District No. 1 (Clark Public Utilities)
Cowlitz County Public Utility District No. 1
Calpine Corporation

Caithness Shepherds Flat,C

EDP Renewables North America, LLC
Eugene Water & Electric Board

Franklin County Public Utility District No. 1
Grant County Public Utility District No. 2
Grays Harbor Energy, LLC

Industrial Customers of Northwest Utilities
IdahoPower Company

Iberdrola Renewables, LLC

J.P. Morgan Ventures Energy Corporation
Lewis County Public Utility District No. 1
M-S-R Public Power Agency

NextEra Energy Resources, LLC
Northwest & Intermountain Power Producers Coalition
Northwest Requirements Utilities
Northwestern Energy

Northwest Irrigation Utilities

NW Energy Coalition

PacifiCorp

Portland General Electric Company

Pacific Northwest Generating Cooperative
Pend Oreille County Public Utility DistrictdN 1
Public Power Council

Puget Sound Energy, Inc.

Public Utility Commission of Oregon
Powerex Corporation

Renewable Northwest Project

Southern California Edison Company

City of Seattle

Snohomish County Public Utility District Nd
Simpson Tacoma Kraft Company, LLC

City of Tacoma, dba Tacoma Power
TransAlta Energy Marketing (U.S.)

Turlock Irrigation District

Willow Creek Energy, LLC

Western Public Agencies Group

Western Montana Electric Generating and Trassimon Cooperative
Yakama Power

BP-14-A-03
Party Abbreviations and Joint Party Designation Codes
Pagexiii



Joint Party  Joint Party Joint Party Members

Code
JP0O1 Joint Party 1  Pacific Northwest Generating Cooperative (PN)
Western Public Agencies Group (WG)
Northwestern Requirements Utilities (NR)
JP02 Joint Party 2  Avista Corporation (AC)
PacifiCorp (PC)
Portland General Electric Company (PG)
Puget Sound Energy, Inc. (PS)
Northwestern Energy (NT)
JP0O3 Joint Party 3  Pacific Northwest Generating Cooperative (PN)
Northwestern Requirements Utilities (NR)
JP0O4 Joint Pary 4  Avista Corporation (AC)
Idaho Power Company (IP)
PacifiCorp (PC)
Portland General Electric Company (PG)
Puget Sound Energy, Inc. (PS)
JPO5 Joint Party 5  Public Power Council (PP)
Industrial Customers of Northwest Utilities (IN)
JP06 Joint Party6  Avista Corporation (AC)
Portland General Electric Company (PG)
Puget Sound Energy, Inc. (PS)
JPO7 Joint Party 7 Portland General Electric Company (PG)
Puget Sound Energy, Inc. (PS)
JP08 Joint Party 8 Public Utility District No. 1 of Cowlitz County (O)
Eugene Water & Electric Board (EW)
Industrial Customers of Northwest Utilities (IN)
JP0O9 Joint Party 9  Industrial Customers of Northwest Utilities (IN)

Public Power Council (PP)
Northwest Requirements Utilities (NR)
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Joint Party
Code

JP10

JP11

JP12

JP13

JP14

JP15

JP16

Joint Party

Joint Party 10

Joint Party 11

Joint Party 12

Joint Party 13

Joint Party 14

Joint Party 15

Joint Party 16

Joint Party Members

IndustrialCustomers of Northwest Utilities (IN)

Public Power Council (PP)

Northwest Requirements Utilities (NR)

Western Montana Electric Generating and Transmission Cooperative (\

Benton County Public Utility District No. 1 (BC)
Franklin Courly Public Utility District No. 1 (FR)
City of Seattle (SE)

Snohomish County Public Utility District No. 1 (SN)
City of Tacoma, dba Tacoma Power (TA)

Benton County Public Utility District No. 1 (BC)
Iberdrola Renewables, LLC (IR)

City of Seattle (SE)

Snohomish County Public Utility District No. 1 (SN)
City of Tacoma, dba Tacoma Power (TA)

Benton County Public Utility District No. 1 (BC)
Franklin County Public Utility District No. 1 (FR)

Cowlitz County Public Utility District No. 1 (CO)
Eugene Water & Electric Board (EW)
Northwest Requirements Utilities (NR)

Pacific Northwest Generating Cooperative (PN)
Western Public Agencies Group (WG)

Cowlitz County Public Utiliy District No. 1 (CO)
Eugene Water & Electric Board (EW)

Cowlitz County Public Utility District No. 1 (CO)
Eugene Water & Electric Board (EW)
Northwest Requirements Utilities (NR)

Public Power Council (PP)
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Joint Party
Code

JP17

JP18

JP19

JP20

JP21

Joint Party

Joint Party 17

Joint Party 18

Joint Party 19

Joint Party 20

Joint Party 21

Joint Party Members

Benbn County Public Utility District No. 1 (BC)
Clark Public Utilities (CL)

Cowlitz County Public Utility District No. 1 (CO)
Eugene Water & Electric Board (EW)

Franklin County Public Utility District No. 1 (FR)
City of Seattle (SE)

Snohomish County Publictllity District No. 1 (SN)
City of Tacoma, dba Tacoma Power (TA)

Iberdrola Renewables, Inc. (IR)
PacifiCorp (PC)

Alcoa Inc. (AL)

Clark County Public Utility District (CL)

Cowlitz County Public Utility District(CO)

Eugene Water & Electric Board (EW)

Franklin County Public Utility District (FR)

Industrial Customers of Northwest Utilities (IN)
Seattle City Light (SE)

Snohomish County Public Utility District No. 1 (SN)
Tacoma Power (TA)

Public Utility District No. 1 of Benton County (BC)
Public Utility District No. 1 of Cowlitz County (CO)
Eugene Water and Electric Board (EW)

Public Utility District No. 1 of Franklin County (FR)
Public Utility District No. 1 of Lewis County (LC)
Seattle CityLight (SE)

Public Utility District No. 1 of Snohomish County (SN)
Tacoma Power (TA)

Western Public Agencies Group (WG)

Calpine Corporation (CP)

Grays Harbor Energy LLC (GH)

Northwest & Intermountain Power Producers Coalition (NI)
TrarsAlta Energy Marketing (TC)

Willow Creek Energy LLC (WC)
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Joint Party  Joint Party Joint Party Members

Code

JP22 Joint Party 22 Northwest Requirements Utilities (NR)
Public Power Council (PP)
Industrial Customers of Northwest Utilities (IN)
Alcoa, Inc. (AL)

JP23 Joint Party 23 Northwest Requirements Uities (NR)
Pacific Northwest Generating Cooperative (PN)
Cowlitz County Public Utility District No. 1 (CO)
Eugene Water & Electric Board (EW)

JP24 Joint Party 24 Industrial Customers of Northwest Utilities (IN)
Simpson Tacoma Kraft Company, LLC (ST)

JP25 Joint Party 25 Public Power Council (PP)

Northwest Requirements Utilities (NR)

Industrial Customers of Northwest Utilities (IN)
Cowlitz County Public Utility District No. 1 (CO)
Eugene Water & Electric Board (EW)
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1.0 GENERAL TOPICS

1.1 Introduction

The BR14 Power and Transmission Rate Proceedingl®Restablishes power and
transmission rate schedules and General Rate Schedule Provisions (GRSPSs) that replace existing
rate scheduleand GRSPs, which expire on Septent@r2013.

This Final Record of Decision (ROD) contains the decisions of the Bonneville Power
Administration (BPA) Administrator, based on the record compiled in this rate proceeding, with
respect to the adoption of pew transmission, and ancillary service rates for Scheduling, System
Control, and Dispatch Service and Reactive Supply and Voltage Control from Generation
Sources Service for the twear rate period Octobér 2013, through Septemb#d, 2015

(Fiscal Yeas (FY) 20142015). This Final ROD follows an evidentiary hearing, initial briefing,

oral argument to the BPA Administrator, 1issua
exceptions. It presents the substantive issues raised by parties in thedprgcas stated in
their briefs. |t describes the partiesd and

the positions and presents the Administratoro
responds to participant comments that wererstibd during the public comment period, which
ended on Februarb, 2013.

The Final ROD and BPAG6s Final Proposal wild|l b
Federal Energy Regulatory Commission (FERC or Commission) no later tltay$0efore
October 1, 2013.

1.1.1  Procedural History of this Rate Proceeding

1.1.1.1 Issue Workshops

For sever al mont hs prior to the release of St
workshops and technical conference calls on a variety of topics related to its power and
transmission ratemaking so that BPA Staff and interested parties could develop a common
understanding of specific topics, generate ideas, and bring forward alternative proposals. The
workshops placed significant emphasisti@msmission and ancillary aledntrol area services

rate development. BPA held 10 workshops between March 2012 and October 2012 on

generation inputs issues, including balancing service for variable energy resources and balancing
service for dispatchable energy resources. Regandingniission rates, BPA held

16 workshops between November 2011 and September 2012 on segmentation, cost allocation,

rate design, dynamic transfer capability, the Montana Intertie, and other issues.

Conducting the issue workshops before the developmehé dhitial Proposal allowed BPA

Staff and interested parties to freely exchange ideas and comments relevant to rate issues without
the prohibition orex partecommunication that goes into effect upon publication of the rate

proposal in the Federal RegistelTheex parteprohibition for this rate proceeding went into
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effect on NovembeB, 2012, and ends when BPA issues the Final ROD. The Initial Proposal
incorporated a number of the ideas and proposals that were discussed in the workshops.

1.1.1.2 BP-14 Rate Proeeding

Section7(i) of the Pacific Northwest Electric Power Planning and Conservation Act,
16U.sC8839e (i) (Northwest Power Act), requires
to specific procedures that include, among other things, issuanec®t€ain the Federal

Register announcing the proposed rates; the opportunity for interested parties to submit written
views, supporting information, questions, and arguments; and a decision by the Administrator

based on the record. This proceedingisalsgover ned by BPAGs rules fo
proceedings contained in tReocedures Governing Bonneville Power Administration Rate

Hearings 51Fed. Reg. 7611 (1986) (hereinafterpcedures TheProceduresmplement the

section7(i) requirements.

The BR14 rate proceeding includes both power and transmission rates in a single docket. On
November 8, 2012, BPA publ i s hReschl Yean (FY20lf Feder a
2015 Proposed Power and Transmission Rate Adjustments; Public Hearing aniti@ipg®for

Publ i c Revi ew/7hed.Reqg.66866(2012).tOn November 9, 2012, BPA held a
scheduling conference to discuss a procedural schedule and procedural orders with prospective
parties in the case. The formal rate proceeding begarawitbhearing conference on

Novemberl4, 2012. After the prehearing conference the Hearing Officer issued orders

establishing the schedule for the rate proceeding, special rules of practice, data request

procedures, and general acronyms, and grantedopstiid intervene.

BPA Staffdés I nitial Proposal was supported by
on November 14, 201 2. Clarification of Staff
and30, 2012. The patrties filed their diréestimony on Janua8, 2013. Clarification of
partiesd testimony took place on February 11,
on March 11, 2013. Clarification of the rebuttal testimony took place on March 14, 2013.
Crossexaminatioroccurred April5, 2013.

BPA Staff met with parties at a noticed meeting on April 17, 2013, to discuss whether Slice
customers should receive interest income earned on prepay funds deposited in the Bonneville
Fund in FY 2013.Seelssue 2.3.3.1.

The paries filed their initial briefs on Mag, 2013. Oral argument before the Administrator
took place on May 10. The Draft ROD was issued June 13, 2013. Briefs on exceptions were
filed July 1, 2013.

At times, certain parties to this proceeding consolidadethe purpose of filing testimony or
submitting a brief on one or more issu&eeBP-14-HOO-02. The rate case clerks assigned
each consolidated group of parties (joint party) an alphanumeric desigreatjpdR01, JP02,
JP03). For convenience, apdated list of the joint parties appears in the list of Party
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Abbreviations and Joint Party Designation Codes that is included at the beginning of this ROD.
See als@P-14-HOO-04.

BPA received 12 written comments during the particibestmment period, tich began with

the publication of the notice in the Federal Register on November 8, 2012, and ended

Februaryl5, 2013. The participant comments are part of the record upon which the

Administrator bases his decisions. Participant comments are sumnartzaddressed
separately in ROD Chapter 5. Participant com
APublic I nvol vement . o

1.1.1.3 Partial Settlement of Generation Inputs and Transmission Ancillary and Control
Area Services Rates

Initial briefs were filed in ths rate proceeding on issues concerning generation inputs and
transmission ancillary and control area services rates. On May 9, 2013, all but one party agreed
to support a settlement of those issues and to waive their right to preserve any issues raised in
their initial briefs concerning generation inputs and certain ancillary and control area services
rates. BPA Staff and the parties to the settlement agreement proposed that the Administrator
adopt the settlement proposal.

On May 15, 2013, BPA issuediadl Record of Decision in which the Administrator adopted the
settlement. BAL4-A-01. That Record of Decision addresses the objections and issues that were
preserved by the party that did not support the settlement. In addition, that Record of Decision
establishes the rates for all ancillary and control area services rates except for (1) Scheduling,
System Control, and Dispatch Service and (2) Reactive Supply and Voltage Control from
Generation Sources Service. Thus, no issues concerning the settteatiga inputs and

ancillary and control area services rates are addressed in this ROD.

Generation inputs and intbusiness line allocations not addressed by the partial settlement are
listed in sectior8.

1.1.1.4 Waiver of Issues by Failure to Raise in Briefs

Pursuant to sectiot010.13(b) of thérocedures ar gument s not raised in
deemed to be waived. Under this provision, a
factual dispute at issue. Blanket statements that seek tryres/ery issue raised in testimony

will not preserve any matter at issue.

Sections 1010.13(c) and (d) of tReoceduresset forth the requirements applicable to initial
briefs and briefs on exceptions. A party need not reassert an issue in its lesieéptions in

! For interested persons who are not eligiblemndt wish to become parties to the formal evidentiary hearings,

B P A Breceduregrovide opportunities to participate in the ratemaking process through submission of comments
as a A paSeesectionlpOalndt..50 BrocedBresANDd party may subrhcomments as a participant, and
comments so submitted will not be included in the record-18R00-02.
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order to avoid waiving the issue. All arguments raised by a party in its initial brief shall be
deemed to have been raised -14HO@02e partyods bri

1.1.2 Legal Guidelines Governing Establishment of Rates

1.1.2.1 Statutory Guidelines

Section7(a)(1) of the Northwest Power Act directs the Administrator to establish, and
periodically review and revise, rates for the sale and disposition of electric energy and capacity
and for the transmission of nétederal power. 16.S.C. 8839e@)(1). Rates are to be set to
recover, in accordanaeith sound business principles, the costs associated with the acquisition,
conservation, and transmission of electric power, including the amortization of the Federal
investment in the Federal Columiiaver Power System (FCRPS) (including irrigation costs
required to be paid by power revenues) over a reasonable period oflgeaBection’ of the
Northwest Power Act also contains rate directives describing how rates for individual customer
groups ae to be derived.

Section7(a)(1) of the Northwest Power Act reaffirms the applicability of se&iohthe Flood

Control Act of 1944 (Flood Control Act), which directs that rate schedules shall encourage the
widespread use of power at the lowest possdikes to consumers consistent with sound

business principles. 18.S.C. §8825s. Sectio® of the Flood Control Act provides that rate
schedules shall be drawn having regard to the recovery of the cost of producing and transmitting
electric energy, inclding the amortization of the Federal investment over a reasonable number

of years. Id.

Section7(a)(1) of the Northwest Power Act also reaffirms the applicability of sections 9 and 10

of the Federal Columbia River Transmission System Act of 197W,.3€. § 838 (Transmission
System Act), which contains requirements similar to those of the Flood Control Act. Section

of the Transmission System Act, U6S.C.8 838g, provides that rates shall be established

(1) with a view to encouraging the widest pddsidiversified use of electric power at the lowest
possible rates to consumers consistent with sound business principleish (@gard to the

recovery of the cost of producing and transmitting electric power, including amortization of the
capital invetment allocated to power over a reasonable period of years; aaid€8gls that

produce such additional revenues as may be required to pay, when due, the principal, premiums,
discounts, expenses, and interest in connection with bonds issued undantmi3sion System

Act. SectionlO of the Transmission System Act, W65.C.8§ 838h, allows for uniform rates and
specifies that the costs of the Federal transmission system be equitably allocated between Federal
and norFederal power utilizing the system.

1.1.2.2 The Broad Ratemaking Discretion Vested in the Administrator

The Administrator has broad discretion to interpret and implement statutory directives applicable
to ratemaking. These directives focus on cost recovery and do not restrict the Administrator to
any particular rate design methodology or the@gePacific Power & Light vDuncan

499F. Supp. 674D.C. Or. 1980);accordCity of Santa Clara vAndrus 572F.2d 660,
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668(9thCir. 1 978) (fAiwidest possible useexergseafthelar d i s
wi dest admi ni s ElectiCitey ot Nodh CarolinesevBoutloeastein Power
Admin, 774F.2d 1262, 126@4th Cir. 1985).

The United States Court of Appeals for the Ninth Circuit (Ninth Circuit or Court) has recognized
theAdm ni stratorbés r&eemakl ngi dcetnePrlohpsoresd Ut i
735F.2d 1101, 112@9(9%thCir.1 984) (A Because BPA helped draft

Nort hwest Power Act, we give suprsdetaattii@ano)ef e
PacifiCorp v.FERC 795F.2d 816, 8219thCir. 1 986 ) ( ABPAOGS i nterpretat.
deference and must be uAtaett Richfield CeevBaennevilte i s unr

Power Admin.818F.2d 701, 70%9thCir. 1987) (P A6 s r at e det er mi nati on
Areasonabl e deci si on iDepartmerg of Water &nd Rogver of then€Citg r e a
of Los Angeles \Bonneville Power Admin759F.2d 684, 69@9thCir. 1 985) (fAl nsof ar
agency actionistheresulto$it i nt er pretation of i1its organic s
is to be gi vPBublic gower €dunciwBadnrgville Boywer Admind42F.3d 1204,

1211 (9thCir.2006) (A The GRSPs] are entirely bound |

responsibil t i es, and we owe deference to the BPA in
United States has also recogni z &ldmituime Admi ni s
Company of America e nt r al Lincoln PR4&6US 383, 88919841 | i ty Di ¢
(AThe Administratordés interpretation of the R

1.1.3 Federal Energy Requlatory Commission Confirmation and Approval of Rates

Under the Northwest Power Act, BPAG6s rates be
by the Commission. 168.5.C.8839e (a) (2) and (k) . The Commi ss
nature, based on the record developed by the Administridiuted States Department of

Energy Bonneville Power Adminl3FERC 61,157, 61,339 (1980). The Comsi@ may

not modify rates proposed by the Administrator but may only confirm, reject, or remand them.

United States Department of Enefiggonneville Power Admin23 FERC 161,378, 61,801

(1983). Pursuant to sectid@ii)(6) of the Northwest Power Act, 16.S.C.8839¢e(i)(6), the

Commission has promulgated rules establishing procedures for the approval of BPA rates.

18 C.F.R. Par8800 (1997).

1.1.3.1 Standard of Commission Review

The Commission reviews BPA rates under the Northwest Power Act to determine whegher th

(1) are sufficient to ensure repayment of the Federal investment in the FCRPS over a reasonable
number of years after firatembasedgoBPB®aAOGet h
costs. With respect to transmission rates, Commission réewgtuwdes an additional

requirement: to ensure that the rates equitably allocate the cost of the Federal transmission

system between Federal and fteederal power using the system. UL&.C. §8839e(a)(2).

SeeUnited States Department of EneéiggonnevillePower Admin39FERC 161,078, 61,206

(1987). The limited Commission review of rates permits the Administrator substantial discretion

in the design of rates and the allocation of power costs, neither of which is subject to
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Commission jurisdiction Centrd Lincoln PeoplJlmfon7/83F2dil,y Di str
1115(9th Cir. 1984).

1.2 Related Topics and Processes

This section includes discussion of topics and processes separate and distinct from this rate
proceeding that provide information and poliontext to the proceeding, including the

Integrated Program Review (IPR), the Tiered Rate Methodology (TRM), Ancillary and Control
Area Service Practices Forum and the Wind Integration Team, the Rate Period High Water Mark
(RHWM) Process, and the 2012 Resitlal Exchange Program Settlement Agreement (2012

REP Settlement). Issues related to those processes are outside the scope-a#tiig)BP
proceeding. 7Fed.Req.66966, 669672012).

1.2.1 Integrated Program Review(IPR)

Since 1986, in a process sepafaten its rate proceedings, BPA has conducted a public review

of planned spending levels used in the development of rates. The IPR process provides
interested parties opportunity to review and
capital spending ieel estimates prior to the use of those estimates in setting rates. BPA initiated
the expense and capital spending level review with a meeting for utility general managers in
January 2012. The 2012 Capital Investment Review (CIR), a new public processdon

reviewing and discussing draft asset strategies aryddOcapital forecasts, preceded the 2012

IPR, with workshops occurring in March and April 2012. Public comments received during the

CIR informed capital cost projections for 2014 2015 inthe 2012 IPR. BPA began the most

recent IPR public process in June 2012 as a protgaeh review of the planned expenses that

would be included in setting power and transmission rates in tHelB&te proceeding.
Between June and August 2012, BPAhteld c hni cal wor kshops and resp
requests for additional information. The IPR and CIR processes provided opportunities for BPA
and participants to review and discuss power, transmission, and agency services programs and
included detailedeview of asset strategies and associated program spending levels.

BPA reviewed and considered the comments or26¥4 2015 program spending levels

received during the IPR public process when making spending level decisions prior telthe BP

Initial Proposal. On October 26, 2012, BPA issued the Final Ggd_etter and 201PR

Final CloseOut Report, which summari zed the comment:
comments. In the letter and report BPA presented the prelgraehcost estimates that were

used in the BAL4 Initial Proposal. The IPR resulted in cost reductions from the spending levels
proposed at the start of the IPR. For the Initial Proposal, the cost reductions amounted to an
average of $13/illion annually for Power Services for eashthe two fiscal years, F2014
andFY2015. The I PR resulted in no overall chan
spending levels; cost decreases were offset by cost increases, particularly in the area of

compliance.
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On April 26, 2013, BPA invitedte r egi on t o an abbreviated il PR
proposed adjustments from the 2012 IPR. The process began with a public meeting in Portland

on April 30, 2013. The comment period ended on ¥a3013. On Juné, 2013, BPA issued

the IPR2 Dersion Letter and enclosed Spending Level Changes Table. In the letter and enclosed
table BPA presented the progrd@vel cost estimates that are used in thelBRFinal Proposal.

The IPR2 resulted in cost changes from the spending levels proposeérad thfethe IPR,

mainly due to the reshaping of BPAG6s capital
Range Plan. For the Final Proposal, the cost changes amount to a total capital and expense
reduction of $192nillion for the twoyear rate periodOf this reduction, $167 million was to

Power and Transmission Services capital programs, with most of the reduction in transmission.
The remaining $25 million reduction is to Pow
effect of changes to the Enerlyprthwest Long Range Plan.

For further information on the IPR and IPR2 processes and outcomes, see the BPA Web site
under fAFinance & Rates, 0 AFinanci al Processes

As noted in the Federal Register notice BPA published &Bt14 rate proceeding, the IPR
process is separate from the rate proceeding,
cost and spending levels are excluded from the official record of the rate proceeding.

77 Fed.Reg.66966, 669672012)

1.2.2 Ancillary and Control Area Services Practices Forum

The Ancillary and Control Area Services Practices Forum is a series of public meetings to
discuss implementation of BPA ancillary services delivery, including Variable Energy Resource
Balancing Services (VERB base and full services, VERBS Supplemental Service, and
balancing reserve capacity purchases. The Forum process and matters related to BPA ancillary
services delivery are separate and distinct from this rate proceeding.

1.2.3  Wind Integration Team Initiative s

The integration of Variable Energy Resources
important initiative and is leading to significant changes in operations and business practices.

BPA is working with customers in several ongoing processesstilve the issues arising from

the integration of a significant amount of VERS.

As part of the WH09 Settlement, BPA assembled the internal eamgEsicy Wind Integration

Team (WIT) to explore technical solutions to address the challenge of balancisgtamhd
resources to preserve system reliability while accommodating the rapid development of wind
energy in the BPA balancing authority area. The mission of the WIT is to clearly define and
execute a plan for integrating wind generation in a manner tbatsafor the continued highly
reliable operation of the Federal power and transmission system at the lowest cost consistent
with sound business and operations practices.
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The WIT has developed and implemented numerous initiatives that have helped adow for
steady increase in the amount of wind interco
initiatives will continue in the F2014 2015 rate period. These initiatives include Dispatcher

Standing Order (DSO) 216, dynamic transfer capability (D1@gcasting and state awareness

tools, intrahour scheduling, customsupplied generation imbalance, Supplemental Service, and
WebExchange (WebEx). The WIT and its initiatives are separate and distinct from this rate
proceeding.

1.2.4 Rate Period High Water Mark Process

A customerdés RHWM helps to define that custom
Priority Firm Power Tied rates for the rate period. Power Rates Studyl8PS-BPA-01,

sectionl . 6 . The RHWM is det er mntac dighbvatesrdlark on t he
(CHWM) and the RHWM Tiefl System Capability (RT1SC) for each applicable rate petihd.

The determination of RT1SC and customersdéd RHW
RHWM Process, as described in TRM section 4.2d1.The RHWM Process that established

RHWMs for the BP14 rate period, F2014 2015, was completed in September 20IR2. The

RHWMs and related outputs of the RHWM Process are combined with the rate case load

forecast to forecast billing determinants &mdother ratesetting purposelsl. Challenges to

BPAGs deter mi nat R0a4201d RHWMs and otmeeRHBE PrecEss

determinations are excluded from the record of thelBlPate proceeding. 77 Fed. Reg. 66966,
6696866969 (2012).

1.2.5 Average Sysem Cost Methodoloqgy

The ASC Methodology (ASCM) was established in a public process in 2008 and approved by

the Feder al Energy Regulatory Commission in 2
ASCs are made in separate processes conducted purstien2@)8 ASCM. Thus, the

2008ASCM and ASC determinations are excluded from the scope of tHelB&e proceeding.

77 Fed. Reg. 66966, 66968 (2012).

1.2.6 Oversupply Rate Proceeding, OS4

Concurrent with the publication of the notice of the BPrate proceding in the Federal
Register on November 8, 2012, BPA published a

Opportunities for Public Review and Comment :
77 Fed.Reg.66963(2012). This notice commenced theiQ8 rae proceeding to establish a
rate to recover the costs incurred under the

Open Access Transmission Tariff.

Oversupply occurs when high water flows on the Columbia River, primarily during the spring
and earlysummer, require BPA, the Army Corps of Engineers, and the Bureau of Reclamation to
take all reasonable actions to avoid excess spill in order to protect endangered fish and other
aquatic species in accordance with the Clean Water Act, Endangered SpecasiAourt

orders. To avoid spilling water beyond approved levels, other generation serving load is
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displaced (reduced or shut down), and an equal amount of additional hydroelectric generation is
delivered to load served by that generation. Unde®trexsupply Management Protocol,
generators can elect to be compensated for certain costs related to displacement. 1Zhat®S
proceeding was designed to establish rates to recover the costs incurred under the Oversupply
Management Protocol.

BPA Staffinitially considered combining the establishment of thel@3ate into the BR4
proceeding. After a discussion with potential parties in both proceedings, it was determined that
keeping the O34 rate development and its issues in a separate dock#tevaeferred

outcome. The introduction of @B} issues was not expressly excluded from the scope of the
BP-14 proceeding. One issue related to13Ss raised in this proceeding and is addressed in

ROD section 1.3.2.

1.3 Procedural Issues

1.3.1 OrderStrikihgMSR6 s Pr ehearing Brief

On Febrwuary 27, 2013, the Hearing Officer gra
Brief on the ground that the brief addressed issues that the Federal Register Notice excluded

from the rate case and that, except for brief pogithat could not be separated from the rest of

the brief, it did not address rates issues-1BPHOO-26. In its Initial Brief, MSR appealed this

decision to the Administrator.

Issue 1.3.1.1

Whet her the Admini strators stheawdi i @afi fti ¢ ms tt hiek &4
prehearing brief.

Partiesd® Positions

MSR does not el aborate on its appeal of the H
MSRBr., BR14B-MS-01, at 2. I n its response to BPAG6s
argued thatts prehearing brief was consistent with the Federal Register Notice and did not

challenge decisions on costs and spending levels made in other faduras3.

BPA Staffodéds Position

BPA Staff does not have an oplpriefs. tinutemotion, t o r es
however, BPA argued that the primary purpose
that are outside the scope of the rate case. BPA Motici4BRP-BPA-05.
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Evaluation of Positions

A review of MSROomongrates tha the Hearigg Officer apdropriitely struck it

from the record. Very little of the brief concerns rates, and much of it covers subjects

specifically excluded from the rate proceeding by the Federal Register notice. As noted in
BPAOGs mdhtei dn,r st five pages of the prehearing
under the Northwest Power Act, while the rest of the brief is devoted primarily to criticizing

BPAOGs operations r at he3eeMSR Rreheadng BroBild-B-MS0G, r at e s
at1-5.

For exampl e, MSR di scusses BPAOGs approach to
Afeconomic and operational deci sionso0o concerni
Dispatcher Standing Order 216 to support operations of ithydmo generation resources.

ld.at7, 9, 10. None of these arguments are base
prehearing brief the Hearing Officer appropr.i
rul es, whi ch evidegtiary arguments ih lbriefs niupt &€ bhskd on cited material
contained in the record, o and rule 1010.13(e)
admit into the record any brief that does not

The Hearing Offter provided a thorough and persuasive rationale for his order, and MSR offers
no argument as to why the order is incorrect. As noted, in its initial brief MSR simply states that
it appeals the order to the Administrator.

Finally, significant portionsoMS R0 s pr ehearing brief concern an
the amount of balancing reserves BPA carries and the allocation of costs to the VERBS rate.

Seee.g, MSR Prehearing Br., BRP4-P-MS-01, at7-10. On May 13, 2013, MSR assented to the

Patial Settlement of Generation Inputs and Transmission Ancillary and Control Area Services
Rates. Admi ni stratord Record of Decision on
Transmission Ancillary and Control Area Services Rates18R-01. In acordance with the

partial settlement, MSR waived its right to preserve any issues concerning generation inputs or
ancillary and control area services rates in this proceeding. Therefore, those portions of its
prehearing brief that address these issuemant.

Decision

BPA appreciates MSRO6s involvement in this cas
MSR, like any other party, is required to adhere to the rate case procedures. The Hearing
Of ficerbés order stri laffrmegd. MSR6és prehearing bri

1.3.2 Accommodating Oversupply Rates in BPL4 Rates

BPA is establishing a rate to recover oversupply costs in a separate dockdt, @$ch is
described in section 1.2.6. Most issues concerned with the oversupply rate are being addressed
in the OS14 proceeding. One procedural issue was raised in this proceeding.
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Issue 1.3.2.1

Whether BPA should include a cost recovery mechanism in its transmission rate schedules for
the recovery of oversupply costs.

Partiesd Positions

WPAG suggests that BPA dhid include a cost recovery adjustment clause (CRAC) in
transmission rates to allow for recovery of oversupply costs if any oversupply costs are allocated
to transmission rates. WPAG Br., BB-B-WG-01, at 42; Salebet al.,BP-14-E-WG-01,

at60-61. WPAGargues that if oversupply costs are allocated to transmission rates and a CRAC
has not been included in the transmission rate schedules, BPA will have to either reopen the
BP-14 case or forgo the recovery of the costs due solely to procedural difficldties

JP25 argues that a forecast cost should be included in the transmission revenue requirement, or
alternatively, an adjustment clause included in the transmission Network rate schedules, to allow
for recovery of oversupply costs in the FY 202@15 ate period. JP25 Br., B”-B-JP2502,

at 2. JP16 made the same point in testimony. Betkad, BP-14-E-JP1601, at 3. (Note that

JP25 and JP16 are essentially the same parties; ICNU joined the four JP16 parties to form JP25.)
JP25 states that if BPadopts a different cost recovery mechanism in thel@$8roceeding, the
adjustment clause would have no impact on Network rates. JP25 Br4-BRP2502, at 4.

BPA Staffods Position

BPA Staff did not propose any rate mechanisms to accommodate reobeggrsupply costs.

Staff does not share WPAGG6s procedur al concer
oversupply costs in transmission rates, BPA could propose adjustment clauses or separate rates

in the OS14 proceeding. Bliven and Parker,-BBE-BPA-37, at 20.

Evaluation of Positions

BPA is not precluded from any cost allocation options for oversupply costs, even though it has
not included an adjustment clause in the BPRcase. Bliven and Parker, BB-E-BPA-37,

at20. Moreover, including placeholder in the BP4 case for costs being allocated in the

0S-14 case would cause unnecessary confusion for all litigants and the Commiidsair21.
Injecting a highly contentious issue into the-B#rate proceeding could unnecessarily risk
Commission approval of the BP4 rates.ld. Indeed, this concern was a primary reason that
parties to the BR4 and OSl4 rate cases recommended that BPA keep the cases in separate
dockets.Id.

JP18 argues that the WPAG and JP16 proposals prejudgeattioene of the O34 rate case.

Beane and Obenchain, BR-E-JP1801, at 3. In response, JP25 argues that, rather than
prejudging the outcome, its proposal would provide a mechanism for allocating oversupply costs
in case the Administrator adopts a pragos the OS14 case that affects rate levels determined

in the BR14 case. JP25 Br., BR-B-JP2502, at 4. JP25 argues that if the Administrator
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adopts another cost allocation method, the transmission adjustment clause would have no effect.
Id. JP18&rgues, however, that WPAG has not proposed rate mechanisms to account for
alternative cost allocations that may affect
prejudge[s] the unknowable outcome oftheD8 r at e case. 0 Bel&ne and
JP1801, at 9. JP18 further argues that placeholder mechanisms are not needed; BPA, regardless
of the ultimate decision, can use the same type of recovery mechanisms as those proposed in

B P A 6 sl14 @it&al proposal.ld.

If BPA decides in the O34 proceeding to allocate all or a portion of oversupply costs to
transmission rates, BPA can modify transmission rates in thbdQfoceeding. No placeholder
is needed in the B4 rates.

Decision

BPA will not adopt an adjustment clause to provide for mtderecovery of oversupply costs. If
BPA allocates all or a portion of oversupply costs to transmission rates, BPA can adopt an
appropriate recovery mechanism, or modify transmission rates, in tfiegl@8se.

1.3.3 Substantial Evidence

Issue 1.3.3.1

Whetherthe Administrator must base his decisions in the Record of Decision on the substantial
evidence standard.

Partiesd Positions

JPO06, JP12, and Powerex assert that Staff did not provide any evidentiary support in the
administrative record for its segmentatioroposal. JP06 Br. Ex., BR-R-JP0601, at 2; JP12
Br., BR-14-B-JP1201, at 67; JP12 Br. Ex., BR4-R-JP1201, at 1, Powerex Br. Ex., BR4-R-

PX01, at 2, 7, 8, 9. These parties claim that
e v i d e nuoement in sacfion 9(e)(2) of the Northwest Power Act, 16 U.S839§e)(2).
Id. JP0O4 al so argues that the record | acks sul

recommendation not to directly assign the projected costs of reliability complianceescthait
BPA undertakes on behalf of specific customers. JP04 Br. EXLABRIP0401, at 89.

JP0O4 contends that Staffds proposed calibrati
can increase the BPA transmission revenue requirement. JR@&PB#-B-JP0401, at 26.

JPO04 states that because Staff based its proposed calibration adjustment on historical
overforecasts of net transmission revenues, I
required by sectioA(e)(2) of the Northwest Powdact. Id.
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Alcoa objects to use of the GDP Implicit Price Deflator to adjust the industrial margin on the
grounds that Staffés use of the GDP Implicit
survey 1S not suppor tAdcdaBh,BRIAB-ALBOS &t8nt i al evide

BPA Staffds Position

This legal issue was raised for the first time in the initial briefs. BPA Staff did not take any
position on this matter.

Evaluation of Positions

As summarized above, parties argue that the Admitastnaust find in their favor on certain

i ssues because Staffodos proposal | acks the nec
alternative decision. Although the Administrator has not explicitly addressed this question, he

has concluded that all his dgions are supported by the record.

The Administrator bases all his decisions on the evidence and argument in the record. 16 U.S.C.
§ 839(e)(5). In doing so he necessarily, and explicitly, weighs the evidence and concludes that it
supports the decisiohe has reached. Thus, in all cases he finds that there is substantial evidence
in the record to support his decisions.

However, the issues in this ROD are framed in terms of the substantive issues themselves. For
example, the segmentation issue JBPE,2, and Powerex have raised is framed in terms of

whet her the Administrator should adopt JP126s
terms of whether substantial evidence support

The substantial evidence stardies explicitly applied only on judicial review. If any of the

Admini stratorés decisions are appealed, the a

whet her the decisions are fisupported by subst

16US.C.839f (e) (2) . I n applying this test to BP
Rate making decisions are also entitled to defereike.e Cal . Energy Comn
909 F.2d at 1306(BPA i s entitled to ... deference
whereithas an i nterest in the outcome. 0) . |t
regarding rates ... shall be supported by substantial evidence in the rulemaking
record . .. considered as a whole. 0 16 U

evi dence irsthasn a mgrd sgintilfa.mlib means such relevant evidence

as a reasonabl e mi nd mi ght accept as ade
Richardson v. Peraleg02 U.S. 389, 401, 91 6t. 1420, 1427, 28 LEd.2d 842

(1971) (internal quotation marks omitted).

Pub. Power Council v. Bonneville Power Adm#n2 F.3d 1204, 1209 (9th Cir. 2006).
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By definition, the Administrator bases his decisions on his assessment of the evidence in the
record. These decisions may ultimately be reviewed by the courts to detevhether there is
substantial evidence to support them.

Decision

The Administrator bases his decisions on the evidence in the record, ensuring among other

things that his decisions are based on sufficient relevant evidence to support his determinations.
The substantial evidence standard is wused for
decisions, including final rate determinations.

14 Residential Exchange Program

1.4.1 Introduction

Section 5(c) of the Northwest Power Act establishes the statutory exchesgyam known
generally as the Residential Exchange Program (REP). 16 U.839c&). The REP extends
the benefits of loncost Federal power to residential and farm customers of Pacific Northwest
utilities. Pac. Power & Light Co. v. BRA95 F.2d 80, 812 (9th Cir. 1986). Under the REP, a

utility may offer to sell BPA an amount of po
|l oad at its fAaverage syst e md3%@)s BRApwchasasths our c e
utilitydosnpewehaange, sells an equivalent amou

Priority Firm Power (PF) Exchange rate. Although the REP is formally an exchange of power,

the quantities are equal6 U.S.C. 839c(c)(1) In practice, BPA provides monetary benefits
calcul ated as the wutilityds exchange | oad tim
BPAGs applicabl &acPRPhver kighty@5FQRe at8l2a The exchanging

utility must pass through 1Qfercent of the REP benefits to its eligible residential and farm
consumers.16 U.S.C. 839c(c)(3) Both consumeowned utilities (COUs) and investowned

utilities (IOUs) may patrticipate in the REP.

BPA recovers the cost of the REP through power rates. Section 7(b) of the Northwest Power
Act, 16 U.S.C. 839e(b), gverns the calculation of PF Exchange rates used to calculate REP
benefits and the PF Public rate BPA charges COUs for power to meet their general requirements.
Under section 7(b)(1), the PF Public and the PF Exchange rates begin at the same lewel; the tw
may diverge due to adjustments made to implement sections 7(b)(2) and 7(b)(3). 16 U.S.C.
88839e(b)(2)(3). The result is that the costs that BPA may recover in the PF Public rate are
limited, and BPA recovers a portion of any cost limitation fromRReExchange rate. Power

Rates Study, BR4-FS-BPA-01, sectiorR.1.

1.4.2 2012 REP Settlement Agreement

Since its inception, the REP has been a sourc
litigation before the courtsSee, generallyResidential Exchangedgram Settlement
Agreement Proceeding (REP2 ) , Admini stratord6s H2ROD), Record
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REP12-A-02, at5-15. After years of litigation, in December 2010, six regional IOUs, three

state public utility commissions, a retail customer advwpcgioup, and COUS representing
89percent of BPAGs | oad pr ¢esresatlemant oBRERdisputes h a p
(2012 REP Settlement)d. at 1520. BPA subsequently evaluated the legal, factual, and policy

merits of the 2012 REP Settlementisection 7(i) proceedindd. Specifically, BPA

conducted the section 7(b)(2) rate test for each year of the 2012 REP Settlement (including the
BP-14 rate period, FY 201£2015). Based on this evaluation, BPA found that the 2012 REP
Settlement compliedith the section 7(b)(2) rate test because it provided significantly greater

rate protection for BPAOGsSs pref eSe®0izZREPcust omer
Settlement Evaluation and Analysis Study, REFFS-BPA-01, at 189see also id.atFigure 1.

Following this extensive evaluation of the agreement, the Administrator concluded that the 2012
REP Settlement was lawful and reasonable and adopted it in July 2051 419. The 2012

REP Settlement was challenged and is currently pendinguy®atore the U.S. Court of

Appeals for the Ninth Circuit.

1.4.3 Preservation of Arguments in the Event the 2012 REP Settlement Agreement is
Overturned

Because the Administrator previously decided in the REROD to adopt the 2012 REP

Settlement and implemerisiterms in future rate proceedings, challenges to the settlement and

the RERP12 ROD are excluded from the scope of thelBRate proceedingSeesection 1.2.5

above. To preserve partiesodé rights in the ev
Court in the pending I|itigation, at BPA and c¢
order with the following language:

No party shall present in this proceeding any argument, testimony, or other
evidence that seeks in any way to challengeMB6s deter mi nati on to
2012 REP Settl ement or i mplement its terms
(1) adopt the 2012 REP Settlement, or (2) implement its terms in this proceeding

or in a prior proceeding, is reversed or remanded, in whatepart, by a court of

competent jurisdiction, in lieu of presenting such testimony or evidence in the

BP-14 proceeding prior to such reversal or remand, each party hereby preserves

and will not be deemed to have waived any argument, and will have thearigh

present any relevant argument, testimony or other evidence from any prior
proceeding in any remand of or any reconsideration of the rates proposed or set in

this proceeding.

Order Granting Motion to Preserve Arguments; BPHOO-11, at 1.

Inaccordace with the Hearing Officerés Order, n o
to implement the 2012 REP Settlement in thelBRate proceeding. Although direct challenges

to the 2012 REP Settlement are not within the scope of this case, chattehgesBPA

implements the 2012 REP Settlement in thelBRates as being inconsistent with the terms of
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the 2012 REP Settlement are within the scope of this proceeding. No party claims BPA is setting
the BR14 rates in a manner inconsistent with thenteof the 2012 REP Settlement.

1.4.4 Implementation of the 2012 REP Settlement Agreement for FY 2012015

The 2012 REP Settlement establishes the REP benefits payments for participating IOUs for a

period of 17 years, beginning with FY 2012. REPROD, AppendibA, RER12-A-02A, at 11.

Under separate agreements, REP benefits for COUs that participate in the REP are established
pursuant to a negotiated formula. REPROD, Appendix B, RER2-A-02B. Individual utility

REP payments are determined by comparinpeaai t i | i t ydés AS-§pecific t h BPAOGS
PFExchange rates. BPA recovers the costs of these payments in its power rates. FofiFY 2014

2015, BPA is establishing rates to recover the costs of the REP in accordance with the terms of

the 2012 REP Settlemen and t he Admi ni st r-82tROD.Ferecassofi si ons
individual IOU and COU REP benefit amounts may be found in the Power Rates Study.
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2.0 POWER RATES AND POLICIES

2.1 Power RatesPolicies

Issue 2.1.1

Whether BPA appropriately considered thpact of any power rate increase on the regional
economy.

Partiesd Positions

JPO3 states that it is concerned by the size of the Initial Proposal PF rate increase of 9.6 percent.
JP03 Br., BP14-E-B-JP0301, at 23. JP03 expresses concern about tieafomteffect on local

utilities, noting that rate increases generally take money out of the local ecoltbniy03

urges BPA to take a careful look at all BPA expenses to reduce the overall power rate increase
on preference customerkd.

JPO5 urge8PA to take all reasonable actions to reduce the PF rate increase. JP051BF., BP
B-JP0501, atl. JPO5 argues that BPA should iib} include planned net revenues for risk,

and(2) use more reasonable estimates of net secondary revieha¢ 410. JPO5 argues that

BPA may need to rethink its current budget and spending practices to ensure that rates are lower
than market prices for the long terdd. at 2. JPO5 states that, in addition to pursuing financial

options to reduce rate increases, BPA/maneed t o take more aggressiyv
current budget and spending practickk.at 23. JP05 contends that costs are forecast to

increase at a higher rate than in the paktat 3.

WPAG notes that BPA Staff explained that the ratedase is due to a decrease in secondary
revenue forecasts and increases in O&M costs related to the fish passage requirements and fish
accords. WPAG Br., BR4-B-WG-01, at 3. WPAG states that BPA largely ignores the impact

the rate increase willhaveno t he r e gi &dn WRAG®IC Exn BRPIWR-WG-01, at3.

WPAG asks that the Administrator take one more look to see if there are any additional actions
or decisions that could be made to decrease the PR Tag¢e increaseld.

BPA St afiohds Posi

The largest cause of the power rate increase is the expectation of lower revenue from sales of
surplus energy. Bliven and Parker,-BRE-BPA-11, at 2. Other drivers of the proposed power

rate increase include increasing costs for the Corpsand Realt i on hydr o project
fish and wildlife program.d. BPA is able to offset a portion of these cost increases by taking
advantage of unique opportunities that decrease caplédéd costs for the upcoming rate

period. I1d.
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Evaluation of Postions

BPA is aware of the difficult economic times that have beset the region for more years than
expected after the decline in 2008 and understands that any rate increase could result in a
hardship for many people and businesses in the Pacific Northimestsponse, BPA has worked

with its customers and the interested public before and during the rate proceeding to reduce the
level of the power rate increas8eesection 1.2.1. BPA places a high priority on carefully

managing its costs. An importaapect of cost management is the need to protect theédong

asset value of the aging FCRPS hydropower resources and the CGS nuclear generating resource.
Through the IPR process, BPA, with input from customers and interested parties, was able to
reducets costs and lower the 12 to @ércent projected power rate increase to p8rbent rate
increase for the Initial Proposal. Bliven and Parker1BHE-BPA-11, at 4.

After issuing the Initial Proposal, BPA held an expedited IPR2 process to seeknnmaposed
changes in Energy Northwestdéds Long Range Pl an
timing of other primarily capital budgets for the rate peri8gesection 1.2.1. One of the

outcomes of the IPR2 process is that BPA is incorporatiagges that will result in an

additional reduction of approximately $25 million in the power revenue requirement over the
two-year rate periodld.

While BPA is mindful of the impact of any rate increase on the regional economy, BPA is a self
financingagency and must set its rates to recover its costs. As WPAG notes, many of the drivers

for the rate increase involve costs that are beyond the direct control of BPA. The increased costs
associated with the fish passage requirements and fish accordsraggé | v beyond BPAG.
control. Likewise, the reduction in secondary revenues, which is a primary driver of the rate

increase, is |l argely due to depressed whol esa
operations costs charged to power custoweidd result in a power rate increase of Pecent
relative to BPAOGs overall power rate increase

BPA review all options one more time to find ways to decrease tHelP&te increase, BPA

notes that ihas reviewed its proposed budgets several times both internally and with help from
its customers and other interested parties to ensure that costs are the lowest they can be while
meeting all of BPAOGs responsibilities.

It is also important to note thBPA has varied and often conflicting responsibilities. These
include, but are not | imited to, implementing
to encourage conservation and energy efficiency, facilitate the development of renewable
resourcesvithin the region, protect fish and wildlife impacted by the FCRPS, and ensure that the
region has an adequate, efficient, economical, and reliable power supply. The Northwest Power
Act requires that @Athe cust omendgheiocbnsumbre Bonne
continue to pay al/l costs necessary to produc
amortization on a current basis of the Federal investment in the Federal Columbia River Power
System. 0 83bda)(l).. BPA @ustrith a balance between fulfilling its varied and

conflicting obligations and trying to keep rates as low as possible consistent with sound business
principles. BPA believes the current proposal strikes the appropriate balance.
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Decision

BPA understands éhimpact a rate increase has on the regional economy. BPA has taken a

number of steps to mitigate the size of the rate increase through reductions in the revenue
requirement. However, BPA must meet all of its varied statutory obligations and at the same
time recover its costs through 1ts rates. Fu
at risk the valuable generation asset base that produces power at relatively low cost. The

current proposal, modified to reflect the additional reductio28 million in the generation

revenue requirement over the two years, strikes the appropriate balance.

Issue 2.1.2

Whether BPA is obligated to serve contracted for or committed to (CF/CT) load at the lowest
firm power rates based upon the lowesst resurces.

Partiesd Positions

| CNU contends that BPA must serve CF/CT | oads
| owest <cost r es ou-148BdN01,ét60 ICNU s@tedthaBthre Northnie$

Power Act specifically exempts CF/CT loadfrjmay i ng r ates based fAonly

mar ket r@sourCMWY.@&rgues that BPAOGsSs proposal [
future CF/ CT |l oads because CF/ CT | oad served

priceo t han atTierliratesldhat7.e ser ved

JP0O3 disagrees with I CNUbGs pr opoldB-dP030t,eat ment
at25. JPO03 states that it does not believe the Northwest Power Act provides for the special rate
treatment advocated for by ICNUd. JP03 claims that the CF/CT designation means only that

the load is not treated as new large single load (NLSL) and is thus excluded from service at the
New Resources Firm Power (NR) rate; rather, i
served athe PF rateld. at 26.

BPA Staffodés Position

ICNU misreads the CF/CT definition; the Northwest Power Act does not create a special class of
load as ICNU argues. Bliven and Parker; BPE-BPA-37, atl4-15. The CF/CT designation

allows the new loadtolter eat ed as part of the serving uti/l
allowing the utility to purchase from BPA at a PF rdtk.

Evaluation of Positions

ICNU is not raising a new argument with regard to the treatment of CF/CT loads. BPA Staff,
JP03,and even ICNU itself point out that ICNU raised these arguments regarding the treatment
of future CF/CT loads in both the TRAR and BP12 rate proceedings. In both of those prior
proceedings, the Administrator fully considered these same issues, as vettited issues
presented by ICNU and others regarding the treatment of CF/CT loads under tiered rates, and
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rejected all of the arguments raised by ICNU and the other parties. TRM ROD1ZHAM1,

section 2.0; BRL2 ROD, BR12-A-02, section 2.1.1seealso TRM Final ROD, TRM12SA-02,

at 33. The issues were also briefed to the United States Court of Appeals for the Ninth Circuit.
In this proceeding, ICNU has not raised any new arguments or pointed to new factors that would
warrant a different findingsather, ICNU is merely reiterating positions it has advocated in the
past.

| CNU contends that BPAG6s treatment of CF/ CT |
Br., BR-14-B-IN-01, at 6. ICNU believes any service to CF/CT load at Tier 2 rates is

inconsi stent with the Northwest Power Act becaus
charge preference customers with CF/CT loads at rates primarily based on the cost of new
resources, the basi s f olitdafl7i Accordidg biCANU,B8BAmaynder B
charge CF/CT load rates based only on the lowest resourcesld. at 6.

JP0O3 and Staff disagree with I CNUG6s contentio
future is somehow insulated from paying Tier 2 rates. Both StdfR03 note that designating

the load as CF/CT simply means the load is part of the general requirements of the serving

utility, which BPA serves at a PF rate. Bliven and Parker1BE-BPA-37, at 1415; JP0O3 Br.,
BP-14-B-JP0301, at 25.

First,alndWNuWérst i s misdirected. BPA does not i
and Parker, BR4-E-BPA-3 7, at 17. BPAG6s rates are whol es
rates. BPA does not directly serve the retail load of its utility customehsding any CF/CT

load or NLSL load, and will not serve any future CF/CT loRetail ratesetting is the province

of the local utility. Id. Consequently, any issue in this proceeding relates only to the rates BPA
charges the local utility and not theaikrates paid by any ICNU member to its local utility.

Second, the overal/l premise of | CNUG6s argumen
discussed only in section 3(13)(A) of the Northwest Power Act. That section of the Act
addresses the definio of t he term fAinew | arge single | oad

CF/CT from the definition of an NLSL by stating:

ANew | arge single | oadod means any | oad a
existing facility, or an expansion of an existing facaity

(A) which is not contracted for, or committed toas determined by the

Administrator, by a public body, cooperative, invesiamed utility, or Federal

agency customer prior to September 1, 1979, and

(B) which will result in an increase in power requirenseof such customer of ten

average megawatts or more in any consecutive twelve month period.

16 U.S.C. 8§ 839a(13) (emphasis added).

Under section 7(b)(4) of the Northwest Power Act, an NLSL is not treated as part of a preference
utilityodsr dagenelBRd® s889¢(gH) The Northwest Power Act uses
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gener al requirements to define which | oads ar
which are established following the rate directives in sections 7(b)(1) and 7(b)@)S.&

883%(b)(1)( 2) . As such, the portion of a preferen
NLSL can be served with Feder al power, but on
following the rate directive in section 7(f). 16S.C. 8839e{). However, section 3(13)(A)

provides an exception for the NLSL treatment if BPA has designated the load as a CF/CT load.

The significance of this exceptionisthgta ef er ence wuti |l i tyds new | oa
by BPA as a CF/CT load is exded from the definition of an NLSL, and instead the load is
treated as part of the wutilitybs fAgener al req

The CF/CT designation does not, however, create a right to a particular PF rate. Rather, it means
theactual amount of CF/CT load is not treated as an NLSL and, thus, the utility is able to avoid

being charged for that amount of power at the NR 88216 U.S.C. § 839e(b)(4); H.R. Rep.

No.96-976, Part Il, 96th Cong. 2d Sess., 52 (1980). Instead, éedas part of the serving
utilitybés fAgeneral requirements, 0o BPA sells p
BPAOGs PF r at e83%(b)(1)183%W)(45. C. AA

ICNU is incorrect in its contention that CF/CT load must be served abBPA il owe st f i rm
rate based on its | owest cost resourceso and
SeelCNU Br., BR14-B-IN-01, at 6. The Northwest Power Act contains rate protections for

general requirements loads, but no specialpaigections for CF/CT loads. First, general

requirements loads receive rate protection in the form of a specific allocation of resource costs
pursuant to section 7(b)(1). 16 U.S.C. 8 839¢e(b)(1). The section 7(b)(1) allocation is as follows:

first Federbbase system resource costs, then section 5(c) resource costs as needed, then new
resource costs, if necessary. Second, section 7(b)(2) provides a rate protection to general
requirements loads in the form of a rate ceiling. 16 U.S&9&(b)(2). Thid, section 7(b)(3)

specifies that the section 7(b)(2) rate protection costs not recoverable from public agency

customers shall be recovered from power sales other than general requirements. 16 U.S.C.
8839e(b)(3). Fourth, section 7(b)(4) ensures thatléL\Bill not be served at 7(b) rates.

16 U.S.C. 8§ 839¢(b)(4). Although these provisions provide important rate protections for general
requirements | oads (including CF/ CT |l oads), n
ICNU advocates.

The Adnministrator has previously determined that tiered rates are consistent with all of these rate
protections. BRL2 ROD, BR12-A-02, at 43. The PF rate, which includes Tier 1 and Tier 2

rates, is determined based on allocations of Federal base systernaessis and section 5(c)
resource costs. The tiered PF rates for preference customers are reduced to the rate ceiling
pursuant to section 7(b)(2). No surcharge pursuant to s&¢hd(3) is included in the tiered PF
rates. The tiered PF rates are aglile solely to general requirements; NLSLs are not eligible

to purchase at the tiered PF rates. Nor is any cost of serving an NLSL included in the tiered PF
rates.

To be sure, the costs of Feder al basestsystem
cost resources, are at the top of the-atlstation hierarchy. However, if preference and 5(c)
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exchange customer loads exceed the amount of Federal base system resources, which they

almost certainly will because of the inclusion of 5(c) exchangisiadhen preference and
exchange customers6 PF rates may include fithe
supply such I oads, 0 including the costs of po
8§839¢e(b)(1). These additional resourceswibt al way s boestrBsBukcéss Ad owe st
such, section 7(b)(1) does not require that p
BPAOs -tostresosrtes.

ICNU nevertheless claims that service at a rate that includes only market resowicedefeat

the original reason for the CF/CT designation. ICNU Br-;12MB-IN-01, at 78 . | CNUOG s
implication, that CF/CT load is being treated differently from other general requirements load, is
simply not accurate. First, a utility with existing CH/@®ad that was operating during 2010

was considered in determining the portion of general requirements that is granted the right to
purchase at Tier 1 rates. Second, future CF/CT load, as well as general load growth, would be
considered in the genenm@quirements; that is, retail utilities would serve this load at either

Tierl or Tier 2 rates (depending upon the util i
established pursuant to section 7(b)(1). There is no distinction between future CEI€arda

other future general requirements. They are both treated in the same manner. This treatment is
consistent with section 7(b), granting all existing and future general requirements load access to
section7(b)(1) rates. The fact that such ratestemed is a matter of rate design, not one of
resource cost allocation in violation of section 7(b)(1).

In contrast, a similar future large load served by a public utility with power purchased from BPA,
but without CF/CT status, would be treated as &8I and the utility would be charged the

NR rate for that amount of load. The NR rate is allocated Federal base system or section 5(c)
resource costs only if such resources are surplus to the needs of the section 7(b) rate pool. There
are no surplus Fedlal base system resources, so the NR rate is allocated only the remaining
costs of section 5(c) resources and new resources. Currently, 7(b)(1) loads are greater than
12,000 aMW, and the Federal base system is about ZM@) Power Rates Study

Documenation, BR14-FS-BPA-01A, at 31. Therefore, the likelihood of surplus Federal base
system resource costs being allocated to the NR rate at any point in the foreseeable future is
nonexistent. Further, sectid@itb)(3) exposes the NR rate to paying for aiparof the rate

protection afforded preference customers through the application of section 7(b)(2). For
example, the section 7(b)(3) rate surcharge for thelBlRate is $7.69 per megawatthour
(2014Power Rate Schedules and General Rate Schedule BnsyiBiR14-A-03-AP01, at 20).

Thus, even if the resource costs incurred by BPA to serve an AR18VWM Load and an NLSL

were identical (which they are @oin this rate proceeding the cost of Tier 2 resources
($39.86/MWh) is considerably below the cost efwresources ($69.61/MWh)), the rates for the
two loads would still be distinctly different, because new resource costs include additional costs
associated with 7(b)(2) rate protection and allocation of costs after application of 7§9€2).

2014 Power Bte Schedules and General Rate Schedule Provisioris4-BFO3-AP01, at 37,

and Power Rates Study Documentation; IBFFS-BPA-01A, at 9596. Accordingly, under the

PF Tier 1 and PF Tier 2 rates set in this proceeding, the BPA utility customers with IG&AST
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are receiving (and will continue to receive in the future) all the statutory protections to which
they are entitled under the Northwest Power Act. CF/CT status does not confer further
protections.

Decision

The CF/CT load is not entitled to the lstv&irm power rate based upon the lowesst

resources. A utility with a CF/CT load is entitled to include the load in its general requirements
and to purchase its general requirements at the PF rates, according to the terms of the PF rate
schedule andelated GRSPs, which include tiered rates.

2.2 Loads and Resources

2.2.1 Introduction

The Power Loads and Resources Study1BIFS-BPA-03, contains the load and resource data

used to develop BPAOGs whigll%e Seclmentgiion supportingthe e s f
results of the Power Loads and Resources Study is presented in the Power Loads and Resources
Study Documentation, BR4-FS-BPA-03A. The Power Loads and Resources Study is also

described in the direct testimony of Misletal., BP-14-E-BPA-12.

The Powel.oads and Resources Study and supporting documentation have two primary
purposes: (1) to deter mi ne -rBsBukcélsalance,aadd and r es
(2) to calculate various inputs that are used in other studies and calculations within taseate

The purpose-refsoBRPAG®s bladachce analysis is to de
meet, are |l ess than, or are greater than BPAOS
2015. I f BPAOGsSs r es our c eferecastrfa thd ratesperiod, $ystem t he a

augmentation is required to achieve lgadource balance.

The Power Loads and Resources Study includes three main compondotsd @jta, including

a forecast of the Federal system load and contract obligatiQnes@irce data, including

Federal system resource and contract purchase estimates, total Pacific Northwest regional hydro
resource estimates, and the estimated amount of power purchases that are eligible for
section4(h)(10)(C) credits; and (3he Federasystem loaeresource balance, which compares
Federal system sales, loads, and contract obligations to the Federal system generating resources
and contract purchases.

The Power Loads and Resources Study provides inputs to various other studies aatiboalcul
in the ratemaking process: he Power Revenue Requirement Study;18HFS-BPA-02;

(2) the Power Rates Study, BR-FSBPA-01; and (3the Power Risland Market Price Study,
BP-14-FSBPA-04.

No party raised issues related to the Loads and Ressourc
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2.3 Power Revenue Requirement

2.3.1 Introduction

BPAGOS power rates are designed to recover the
Revenue Requirement Study, BB-FS-BPA-02, determines the level of revenue required to

recover all costs of produ@nacquiring, marketing, and conserving electric power, including, as
appropriate, the repayment of the Federal investment in hydro generation, fish and wildlife
recovery, and conservation; Feder al agenci esbo
power; capitalized contract expenses associated with sueRat®ral power suppliers as

Energy Northwest; other purchase power expenses, such as system augmentation and balancing
power purchases; power marketing expenses; cost to Power Services,sngadpurchasing
transmission services; and all other generatedated costs incurred by BPA pursuant to law.

2.3.2 Revenue Requirement Development

BPA develops the revenue requirement in conformance with the financial, accounting, and
ratemaking requiremésof DOE Order No. RA 6120.2. BPA determines the revenue
requirement separately for generation and transmissioited States Department of Eneifigy
Bonneville Power Admin26 FERC 1 61,096 (1984).

The revenue requirement is developed using a costiating analysis comprised of the
following three components.

1. Repayment studies to determine the schedule of amortization payments and to
project annual interest expense for bonds and appropriations that fund the
Federal investment in hydro, fish anddlife recovery, conservation, and
associated assets. Repayment studies are conducted for each year of the two
year rate test period and extend over thg&fr repayment period.

2. Operating expenses and minimum required net revenues for each year of th
rate test period.

3. Annual Planned Net Revenues for Risk (PNRR), if any, based on the risks
identified and quantified, the Treasury Payment Probability (TPP) standard,
and other risk mitigation tools.

With these three parts, the revenue requiremesdtiat the lowest revenue level necessary to
fulfill cost recovery requirements and objectives.

Order No. RA 6120.2 requires that BPA demonstrate the adequacy of current and proposed rates.
The current revenue test determines whether revenues projextedurrent rates meet cost

recovery requirements for the rate period and the repayment period. The revised revenue test
determines whether projected revenues from proposed rates will meet cost recovery requirements
and objectives for the rate test peraot repayment period. The revised revenue test

demonstrates that revenues from proposed power rates will recover generation costs in the rate
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test period and over the ensuingysar repayment period. Power Revenue Requirement Study,
BP-14-FSBPA-02, setion 3.3. In the final studies, the risks are quantified and analyzed, and
risk mitigation measures are designed to achieve at least a 95 percent probability that planned
payments to Treasury are recovered on time and in full over thgeararate perid.

2.3.3 Interest on Prepay Funds

Issue 2.3.3.1

Whether Slice customers should receive interest income earned on prepay funds deposited in the
Bonneville Fund in FY 2013.

Partiesd Positions

JP20 argues that the Tiered Rate Methodology provides sufficiertiligxio share the interest
income earned on prepay funds. JP20 Br:1BB-JP2001, at 2. JP20 states that the TRM
allows for the creation of new costs or credit. at 34. Alternatively, JP20 states, the TRM
offers broad language that would pérthe prepay funds to be added to the Composite cost pool
reserves balancdd. at 5.

BPA Staffodéds Position

Interest income earned on prepay program funds not forecast in the Initial Proposal would be
directed to the no®lice cost pool. Homeniakt al, BP-14-E-BPA-36, at 4. This means that the
Slice customers, whose rates are based on the Composite cost pool, would not share in the
interest earnings because of the allocation formula contained in the TRM. This differential
impact on Slice and ne8lice customers is a result of the TRM provisions that specify such
treatment. Homenickt al, BP 14E-BPA-36, at 5. Staff notes that BPA cannot apply a

different treatment or unilaterally change the TRM to address this issue, and it is unlikely that the
TRM could be changed prior to publication of the Final Proposhl.

Evaluation of Positions

JP20 argues that the TRM has several mechanisms that would allow interest income to be shared
with Composite cost pool customers. First, JP20 notes that the T&4 &or the adoption in a

rate proceeding of new costs or credits that were not anticipated at the time of the development
of the TRM. JP20 Br., BR4-B-JP2001, at 34. JP20 argues that the interest income should be
allocated to the Composite cost pbased on the cost allocation principles of section 2.1 of the
TRM. Id. at 4. JP20 presents this option as one that could be done in this rate proceeding or as
one that could be adopted as an interim solution that would be addressed inliheaBs
proceeding.ld. at 67.

Second, JP20 argues that the TRM allows for adjustments to the calculation of the Composite
cost pool interest income calculatiold. at 4. The Composite cost pool interest income is based
on the amount of reserves attributedPtowver at the end of FY 2001. Homenetkal, BP-14-E-
BPA-36, at 4. This base level can be adjusted fo20@2 transactions that are not otherwise
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distributed to customerdd. JP20 argues that the TRM section governing this calculation

includes brod language allowing for other changes to the base amount of reserves. JP20 Br.,
BP-14-B-JP260 1, at 6. Specifically, the TRM states
make it reasonable and fair to make additional adjustments to the size aftheb a mount . 0
Tiered Rate Methodology, BP2-A-03, at 9.

BPA Staff met with parties at a noticed meeting on April 17, 2013, to discuss this issue. All

parties in attendance agreed that the costs and the benefits of the prepay program should be borne
by both Slice and noi®lice customers. Parties indicated that their preferred approach is to create

a new credit/cost.

Including this credit/cost in the interest expense section of the cost table is an appropriate
resolution of this matter. Slice customsh®uld not be excluded from the revenue associated

with interest earnings associated with the prepay program. This credit will be identified as the
Aprepay offset credito and will be allocated
and norSlice customers will benefit equally from the interest earnings. The credit will be
calculated using the same formula as that used for the total interest credit for the power revenue
requirement.See, e.gPower Revenue Requirements Study Documentatibr,BFS-BPA-

02A, Tables 5A, 5B, 5C. The formula is:

(Start of Year prepay balance + End of Year prepay balance) + 2 x interest rate

The interest rate used in this calculation would be the forecast BPA Fund rate. Hoshahjck
BP-14-E-BPA-36, at 3. The prepay offset credit will be trued up annually to ensure that the
amount of credit reflects the actual amount of interest earned on the prepay funds.

Adding a prepay offset credit will also require a modification to the calculation of th8luen
cost pool interest credit. The n@lice cost pool credit is calculated as total interest income
minus the Composite cost pool creddl. To avoid double counting, the prepay offset credit
will also need to be subtracted from total Power interest incorhés is necessary because the
total interest credit would include interest earned on prepay funds.

Decision

Slice customers will receive interest income earned on prepay funds deposited in the Bonneville
Fund. BPA will create a new credit/cost ancbakhte it to the Composite cost pool.

2.4 Power Risk and Market Price

2.4.1 Introduction

The Power Risk and Market Price Study identifies, models, and analyzes the impacts that key
ri sks and risk mitigation tools hawo on Power
demonstrates that the power rates and ri sk mi
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financial risk tolerance, the Treasury Payment Probability (TPP) standard. The Study presents

the natural gas price forecast, the electricity market poieeést, and the quantitative and
gualitative analysis of risks to Power Servic
ri sk and establishes the adequacy of those to

In the WR93 rate proceeding, BPA adeptand implemented its 2ear Financial Plan, which
included a policy requiring that BPA set rates to achieve a high probability of meeting its
payment obligations to the U.S. Treasury (Treasury). 1993 Final ROEQ3MR02, at 72. The
specific standardet in the 10vear Financial Plan was a 95 percent probability of making both

of the annual Treasury payments in the-tyear rate period on time and in full. This TPP

standard was established as a rate period standard; that is, it focuses upon Itiéyptioda

BPA can successfully make all of its payments to Treasury over the entire rate period rather than
the probability for a single year. The-Y@ar Financial Plan was updated July 31, 2008, and
remains in effect. The original and updated Finalrnelans are available at
http://www.bpa.gov/Finance/Financiallnformation/FinancialPlan/Pages/default.aspx

By | aw, BPAOGs payment srioritydor révenei@application, meaingt he | o
that payments to Treasury are the first to be missed if financial reserves are insufficient to pay all

bills on time. Northwest Power Act, 16 U.S.C. § 839e (a)(2)(A). Therefore, TPP is a

prospective measureofBBAs overall ability to meet its fin
policy objectives guide the development of the risk mitigation package:

1T Create a rate design and risk mitigation p
standards, particularly achieving a@&rcent tweyear Treasury Payment

Probability.
1 Produce the lowest possible rates, consistent with sound business principles and
statutory obl i gat i-termsesponsibilitytoindestimgndBP A& s | on

maintain the aging infrastructure.
Set lower put adjustable, effective rates rather than higher, more stable rates.
Include in the risk mitigation package only those elements that can be relied upon.
Do not let financial reserve levels build up to unnecessarily high levels.
Allocate costs and riskd products to the rates for those products to the fullest
extent possible; in particular, prevent any risks arising from Tier 2 service from
imposing costs on Tier 1 or requiring stronger Tier 1 risk mitigation.
1 Rely prudently on liquidity tools, and creaneans to replenish them when they

are used in order to maintain leteym availability.

= =4 =4 -4

It is important to understand that these objectives are not completely independent and may
sometimes conflict with each other; thus, BPA must create a balance Hmeagbjectives
when developing its overall risk mitigation strategy.
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2.4.2 Power Risk Mitigation

Issue 2.4.2.1

Whether, as part of the development of final power rates, the Administrator has the discretion to
add PNRR or adjust the CRAC thresholusider to maintain a 95 percent Treasury Payment
Probability.

Partiesd Positions

JPO5 states that the Administrator should not further increase rates with PNRR. JPO5 Br.,
BP-14-B-JP0501-CCO01, at 5. JPO05 argues that BPA would be reserving the urilagétao
introduce a PNRR and adjust the CRAC after all evidence has been presented in the rate case.
Id. at 56. JPO5 states that parameters have not been provided regarding how PNRR and the
CRAC would be adjusted, which violates the requirementr#ttatcase parties be provided an
adequate opportunity to review, refute, and rebut any materials subnhited.

BPA Staffodés Position

If TPP is below the 95 percent TPP standard, then the Administrator can increase PNRR or make
the CRAC stronger in ordéo meet the TPP standarttl. at 35. For the Initial Proposal, no

PNRR was required to meet the TPP standard, given the other features of the risk mitigation
package, including the CRAQd. at 37; Power Risk and Market Price Study; BFE-BPA-04,

at 74. The CRAC mechanism is described in full in the Study, in GRSP II.C., and in direct
testimony. Study, BR4-E-BPA-04, section 3.2.3.1; 2014 Power Rate Schedules and General
Rate Schedule Provisions, BB-E-BPA-09, at 3944; Lovellet al.,BP-14-E-BPA-15, at 2934.

Evaluation of Positions

The methodology used for adjusting PNRR and
is described in full in the Initial Proposal. During the course of the rate proceeding, parties have
had multiple opportunitie® review and submit testimony about this methodology and the

ToolKit model, which implements it. Staff has not proposed to change this methodology
between the Initial and Final Proposals.

The methodology calls for first updating risk assumptions, agakater conditions and market
prices, then providing those to the ToolKit, which produces TPP results. Power Risk and Market
Price Study, BRL4-FSBPA-04, section 3.4. In the event the®&cent TPP standard is not

met, PNRR and/or the CRAC parametei be adjusted upward until the standard is met.

Lovell etal., BP-14-E-BPA-15, at35. In the event the TPP standard is exceeded, PNRR will be
reduced and/or the CRAC parameters will be reduced, with the constraints that PNRR can go no
lower than $0 ashthe CRAC thresholds cannot be adjusted below the equivalent of $0 in Power
Services reserves for risk. Lovelial.,BP-14-E-BPA-15, at 30.

The balance between the level of PNRR and the CRAC parameters to maintain the 95 percent
TPP standards is notathematically determined by the ToolKit. A more robust CRAC or
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additional PNRR can each separately or together serve to increase TPP in the event the Toolkit
output reflects less than a 95 percent TPP. As a result, the balance between adding PNRR or a
more robust CRAC is something the Administrator must determine after weighing the input from
the parties and Staff.

I n order to address JP056s procedur al concern
parties apprised of expectations fora2GIRAC as FY 2013 progresses a
financial conditions worsen such that the need to adjust risk mitigation tools seems likely, to hold
meetings with customers in order to discuss options. Bliven and Park&d-BBPA-11, at 21.
Thisisonsi stent with JP03, JPO05, aSededBPani&0 s r equ
and Carr, BP14-E-JP0301, at 1611; JPO5 Br., BA4-B-JP0501-CCO01, at 7; WPAG Br.,

BP-14-B-WG-01, at 43. Consistent with these requests, customers were apprisedéiosBPA

FY 2013 financial conditions at the April Quarterly Business Review and informed that it is

unlikely that PNRR or CRAC adjustments will be needed in final rates. Staff continues to

believe it is highly unlikely that any adjustments to PNRR or the CRM®e needed in order

to meet the TPP standard.

JPO5 requests that BPA provide additional procedural protections, such as discovery, testimony,
and crossexamination, prior to adding PNRR or adjusting the CRAC thresholds. JPO05 Br.,
BP-14-B-JP0501, at6. While Staff agreed to hold a meeting with customers to discuss options,
JPO506s argument for BPA to provide additional
undesirable ends, such as iti¢ potential for a nevaanding cycle of adjustment and rewvie

(2) abandoning any adjustments to the risk package in the Final Proposalstou¢8)ring rates

based on a worstase outcome that would eliminate any need for increasing the amount of risk
mitigation. As to the first possibility, at some point tpportunity to review the actual numbers
must end so BPA can finalize the rates. JPO5S
procedural protection before updates are incorporated into the risk analysis would result in
recurring rounds of updateadprocedure or freezing the current year assumptions in the Initial
Proposal. Either one of those possibilities is untenable. As to the second possibility, ignoring
actual financial conditions in the year when rates ar@.sethe year immediatelyrpor to the

rate period) is not sound business practice; nor is it likely that such practice would be
countenanced by the Commission or the cousee, e.g., Golden Northwest Aluminum v.
Bonneville Power Admin501 F.3d 1037, 1052053 (9th Cir. 2007)As to the third possibility,

the rational response to such a requirement would be to inflate the Initial Proposal so that it
would cover the worstase situation and then reduce the risk mitigation in the Final Proposal, a
procedural outcome that JP0O5 dowt address. However, this would result in an Initial Proposal
that is necessarily inflated and gives rate case parties little insight as to how the Final Proposal
would most likely turn out. None of these alternatives is tenable.

It is true that thenitial Proposal incorporates the possibility of a great many outcomes for

FY 2013. The Initial Proposal does so by associating a probability distribution with the set of
possible outcomes. By the time of the Final Proposal, many of the outcomes thpbssble

at the time of the Initial Proposal have become impossible due to the actual events in early

FY 2013, and other possible outcomes have become more likely than they were at the time of the
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Initial Proposal. At the time the Final Proposal is pred, BPA has much more recent

information about the probabilities of the possible outcomes for FY 2013. This matters because
the financial outcome for FY 2013 determines the level of reserves available for risk at the start
of the FY 20142015 rate perid. The probability distribution of starting FY 2014 reserves is

one of the primary variables that determine TPP for the rate period, and thus, that determine the
amount of risk mitigation needed.

As establish¥dai nFBRAGcI dlstarParcarequiresBPAt6 s TPP
establish rates to maintain a level of financial reserves sufficient to achieve a 95 percent

probability of making its U.S. Treasury payments. -98°ROD, WPR93-A-02, at 59. Rates are

proposed in the Initial Proposal but estdid in the Final Proposal. Therefore, BPA must have

the ability to adjust its risk mitigation tools in the Final Proposal if necessary to meet the TPP
standard, or the standard would be impossible to implement and could not serve its purpose: to
protectBPAds ability to make its Treasury payment s

Decision

BPA updates Initial Proposal financial assumptions for the current fiscal year when developing
final rates, and thus the Administrator has the discretion to add PNRR or adjustAt® CR
thresholds in the Final Proposal in order to maintain a Treasury Payment Probability of at least
95 percent.

Issue 2.4.2.2

Whether BPA should increase PNRR instead of adjusting the CRAC if risk mitigation needs to be
strengthened tondamdeet BPAOGs TPP st a

Partiesd® Positions

WPAG states t hat ,6 -gbaster#ndncia revield,RPAVWAG prefers that BRA

rely on the CRAC rather than including PNRR in rates for thelBlPate period. WPAG Br.,
BP-14-B-WG-01, at 43. WPAG states that with PNRRRstomers will pay the additional PNRR
costs whether the money is needed or not, and in contrast, with a CRAC that is properly
constructed, the customers will pay the additional revenues only if they are n&d®dPAG
states that the choice betweeceatain rate increase and a possible rate increase is an easy one
from the customer perspectivid.

JPO5 also recommends that BPA not include PNRR. JP05 Bi4BRIP0501-CCO01, at 5.

JPO5 states that because forecasts are less accurate thar icsuggnerally preferable to

increase rates based not on the risk of a financial shortfall, but only after the shortfall has actually
occurred.|d.
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BPA Staffds Position

Staff did not include PNRR in the Initial Proposal because it was not needegtdhe TPP
standard. Study, BRP4-E-BPA-04, at 74; Lovelkt al.,BP-14-E-BPA-15, at 37. Staff did not
testify for or against the use of PNRR in lieu of adjusting the CRAC thresholds.

Evaluation of Positions

There is no additional risk mitigation neelde the final studies relative to the Initial Proposal.

PNRR is $0 in both the initial and final Power Risk and Market Price Study, and the CRAC
thresholds, as measured in PS Reserves, remain the same. Power Risk and Market Price Study,
BP-14-E-BPA-04, at 74-75; Power Risk and Market Price Study,-BRFSBPA-04, at 7374.

Decision

The question of whether BPA should add PNRR instead of adjusting the CRAC is moot because
neither action is necessary to maintain BPAOGs
Issue 2.4.2.3

WhetheBPA should modify the CRAC such that recovery of a CRAC amount triggered for the
first year of the rate period should be spread over ayear period.

Partiesd Positions

JPO5 states that BPA should modify the CRAC such that amny&esstCRAC amount is
recovered over a twgear period rather than a ogear period as specified in the Initial
Proposal. JPO05 Br., B4-B-JP05CCO01, at 4.

BPA Staffodés Position

The CRAC is an upward adjustment to certain rates that can apply to rates duBi@g4-or

FY 2015 or both.ld. The proposed CRAC terms, which are the same CRAC terms adopted in
the BR12 Final ROD, strike a prudent balance between liquidity management needs and rate
stability. Lovell and Mandell, BR4-E-BPA-39, at6. The modification to the CRA

parameters proposed by JP05 makes it less likely that any liquidity tools used on behalf of Power
Services would be restored in a timely fashitoh.

Evaluation of Positions

JPO5 asserts that BPA has creat e d byphoposipgr obl em
that any shortfall in power financial reserves up to $100 million be recovered entirely in the year

after the shortfall has occurred. JPO5 Br.; BFE-JP0501, at 6. JP05 contends that recovering

the first $100 million in the first yearf the rate period is overly severe and burdensome and will

|l ead t o nld aJP0& stateb that tkerecare other options available to BPA to balance its

needs for liquidity and rate stabilityd. at 7. JPO5 recommends that BPA modify the
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paramete s of any potenti al ADay 10 CRAGyearo t hat &
period. Id. at 67 . JPO5 states that its proposal i's Ar
expectid® &L£RMACay and the chance o fimahildadd.ng a T

BPAGs CRAC is an annual rate adjustment that
each yearofthetwpear r ate perilbad GRAG@rias ed ycol IndDawyi al
to refer to the CRAC applied to the first y@dthe rate period. The term stems from the fact

that it would be applied on the first day of the rate period in addition to any other rate change that
BPA is instituting on that day.

It should be noted that the terms of the CRAC were softened in i BRse, such that any

shortfall in excess of $100 million would be recovered gbé&@ent of the shortfall amount.

Lovell and Mandell, BPL4-E-BPA-39 at 6, citing Bliveret al.,BP-12-E-BPA-11, at19-20.

This redesign was made because BPA recognizeditficulty a large CRAC may pose to
customers.ld.;seealsdeen and QOB-MEPHS0H at 7.BIRuS, it is not the case that
BPA fihas created the problem of a | arge poten
that Staff has proposed thentinuation of a CRAC featudethat it can trigger for the first year

of a rate period that has been in place since E802 and was subsequently softened in the

BP-12 rate case. The current design of the CRAC strikes a reasonable balance between the need
to replenish liquidity and the desire to avoid creating a larger impact on the r&gielBP-12

Final ROD, BP12-A-02, at 87.

Staff explains and JP05 does not dispute that aytvao recovery period would provide less

assurance that reserves will beaegred in a timely fashion than a eyear recovery period.

Lovell and Mandell, BPL4-E-BPA-39, at6. As BPA noted when this issue was first argued in

the BR12 rate proceeding, there can be no assurance that any specific amount of liquidity
replenishmenwill actually occur even if a CRAC is implemented. -BPFinal ROD, BP1L2-

A-02, at 86. Though the CRAC amount is almost certain to provide the planned incremental
revenue, other aspects of BPAOGs f i naeseesal cir
may not actually be replenished in the amount anticipdtedA more delayed repayment

methodology is not prudent. Lovell and Mandell-BRE-BPA-39, at 6.

The fact that JP0O5 believes it is unlikely that BPA will trigger the CRAC in theybest misses

the point. The guestion is not whether circumstances will occur that would trigger the CRAC
during the first year of the upcoming rate period, but rather if it is prudent to weaken the risk
mitigation tool that could be implemented in thogeumstances, whether they are likely or not.
BPA develops its risk mitigation by factoring in a wide range of both positive and negative
outcomes and fashions a risk mitigation package to achieve balance between the need for
ensuring liquidity and the dee for rate stability. Assuming that risk mitigation can be

weakened because one customer believes a CRAC is unlikely to trigger potentially undermines
the intended purpose of putting risk mitigation tools in place.
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Additionally, JRPROS5Gugagrgtmemtatsedms e are t wo
CRAC and a different CRAC for the next year. There is only one CRAC, and it may apply to
either one of the years in the rate period.

The same argument against collecting 100 percent of the firBtréilldon of any reserves

shortfall over only one year was raised in the BPrate proceeding, where it was called
Aunnecessarily dr-E8JdR0504 at2.0lntheinBt@nbcass,rIP05 terBgit
Aoverly sever e an dBPHU4B-JP@50lsab6n @arties havé RGeS noBew. ,
arguments and have presented no evidence showing that BPA should change the CRAC design
adopted in the BR2 ROD and proposed again in the-B#Initial Proposal.

Decision

BPA will not modify the CRAC tecover any firsyear CRAC amount equally over a tywear
period.

Issue 2.4.2.4

Whether BPA has adequately accounted for the financial risks associated with meeting the
Nort hwest Power and Conservation Councilds (C

P a r t Hositisnd

NWEC contends that BPAOGs risk assessment meth
limited portion of the energy efficiency (EE) program budget. NWEC Br18B-NY-01,

at4. NWEC states that the portion of the EE budget modelmaysi5Sp er cent of BPAOGS
budget, while the Energy Efficiency Incentives (EEI) budget, which covers a majority of

conservation spending, is not modeléd. at 45. NWEC asserts that there is a $6illion to

$120million risk associated withBPAmeet i ng t he Council 6s 6t h Powe
targets and that BPAGO6s risk analysis has fail
failing to meet the Council target#d. at 5.

BPA Staffods Position

The likelihood of spending more than thedgated EEI capital amount during the FY 2014

2015 rate period is low. Lovell and Mandell, BB-E-BPA-39, at 3. In the event BPA were to

spend more than the budgeted amount for EEI programs, that additional spending would be
capitalized and, thereforefd ect BPAGs cash and revenue posit
the amount of the interest accrued on that additional borrovithgTherefore, EEI budget risk

does not have a significant enough rate period liquidity impact to warrant modielirag.4.

Evaluation of Positions

NWEC contends that there is $60llion to $120million in financial risk associated with BPA
failing to meet the CouaMW.iNMEE Br;cBPMBANY-0lati on t a
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at6-7 . NWECOGs anal gsampson thad BPA & Bkelydbehind oniitd targeta by at
least 30 aMW to as much as &8lW, at an assumed cost of $2 million per average megawatt.
NWECG6s all eged b udmilkoht@® $120malibnasmat supplorted by the f&cts.0
The progran is currently on track to meet the conservation savings targets. Lovell and Mandell,
BP-14-E-BPA-39, at 2. There is no evidence to suggest that BPA will not meet the targets.

Even i f NWECGO6s assumptions were coamouatotr and B
EEI programs during the rate period to meet t
be capitalized.ld. at 3. The financial impact of additional spending on the EEI program would

be a small fraction (roughlytb 8 percent) of thadditional amount needed to attain the

Counci | 0ld Theaapitalenvestment risk would be spread over a number of rate

periods, and the effect on liquidity in any one rate period is generally sichadit 4. The risks

associated with this pential capital investment are not significant enough to warrant modeling

for ratesetting purposes. Therefore, it is not necessary to measure risk in the EEI lsudget.

NWEC states that Staff testified telgpt BPA wou
efficiency] savings acquisition, but this statement is unsubstantiated by any official planning
document or commitment mMBadNY-Dlyat BPMWVEE alsoNWEC Br
states that there could be f dhsttastrsschaslmat | i mi t
too-short timeframe or limited borrowing authoritid. at 8. NWEC states that because of those

risks, BPA must address the entire amount within the confines of this ratdaase.

In the event that BPA were unable to borrow gitdize investments, EEI funding would be a

smal | portion of the numerous, severe issues
tantamount to stating that BPA should plan to collect the entire amount of all capital spending

that occurs during a rate pedito avoid any risk of not meeting its obligations.

NWEC has not presented evidence that BPA is falling behind on its Energy Efficiency targets,

but has merely asserted that such is the case
testimony hat any additional funding would be capitalized and that such capitalized costs would
have only minor i mpacts on BPAOGS net revenue
Decision

BPA has adequately accounted for the financi a
conservation targets.
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Issue 2.4.2.5

Whether BPA should adopt an Energy Efficiency progrelatedautomaticrate adjustment
mechanism

Partiesd Positions

NWEC argues that BPA should adopt an automatic rate adjustment mechanism to be triggered if
BPA forecasts an energy efficiency savings shortfall in the first quarter of the 2014 rate year.

NWEC Br., BR14-B-NY-01, at 8. NWECO6s proposed adj ust me
remainder of the F2014 2015 rate periodld. NWEC claims that such an adjosgnt

mechanism is necessary given the failure of BPA to account for the risks of not meeting the

Council 06s conservation targets as a prudent a
obligation to be consistlednat9. with the Council 6
JPO5 acknowledges the i mportance of BPAG6s con

adjustment mechanisms designed to match budgets to actual costs are inconsistent with basic
ratemaking principles and cause unnecessary volatility in rate$. BIRBR14-B-JP0501,

atl 2 . JPO5 states that BPAO6s conservation pro
programs, and there is nothing unique about B
warrants a separate automatic rate adjustridnt.

BPA Staffods Position

BPA does not appear to face significant stientn liquidity risk from energy efficiency

programs. Lovell and Mandell, BR4-E-BPA-39, at 5. Rate adjustment mechanisms are

generally put in place to address an immediate oringaediate need for cashd. EEI

spending is capitalized, and the financial effects are spread out over manylgedisis type

of risk does not require the immediate response that a rate adjustment mechanism offers, and the
regular ratesetting processsufficient to address the financial impact of this type of capital risk.

Id.

Evaluation of Positions

NWEC requests that BPA implement a rate adjustment mechanism that would be triggered in

FY 2014 based on an assessment of the likelihood of meeingtbounci | 6 s 504 aMW
conservation target by the end of B¥14. NWEC Br., BRL4-B-NY-01, at 8. NWEC does not

specify how BPA should calculate such a likelihood, nor a method to determine the amount of
additional revenue t o boethecaotdmate ate adiustmentNWE CO6 s a
mechanism i s based upon an assumption that BP
and that as a consequence BPA faces ar@#ion to $120million budget shortfall in the current

rate period.ld. at 3. As notedn the prior issue, both of these underlying assumptions are

incorrect.
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I f BPA were required to spend more than curre
additional dollars would be borrowed from the U.S. Treasury and capitalized. Lovell and

Mandell, BR14-E-BPA-3 9 , at 3. Consequently, the only i
during the rate period would be the additional interest expense on such borrtaittgappears

that NWEC is requesting an energy efficiency rate adjustment meoh#rat, if triggered,

would raise additional cash to recover the entire additional amount of spending during the rate
period, even though such spending would be capitalized. Such a mechanism would generate
significantly more cash than is needed. Themo evidence that such a mechanism is needed to
ensure the success of a program that is funded from capital; nor would such an adjustment
mechanism address an actual financial risk that is relevant to risk mitigation in the rate case.

Likewise, a rate djustment mechanism designed to recover funds that are already capitalized is
counter to the objective of the risk study to ensure that power rates are set high enough that the
probability that BPA can meet its cash obligations is at leastas highasegui by BPAGs TF
standard (95 percent). Power Risk and Market Price Study4B8FS-BPA-04, at 1. Only in the

event that BPA is unable to borrow from the Treasury for any purpose would the cash needed for
completion of the EEI program be unavailabletlhat event , afundedof BPAOGS
programs would be at serious risk, and creating a separate mechanism to deal with the impacts

on a single program would not adequately address the total risk. Such an adjustment for the EEI
program is unnecessary.

Decision

BPA will not include an Energy Efficiency progragiated automatic rate adjustment
mechanism in the BP4 Final Proposal.

2.4.3 Market Price Forecast

Issue 2.4.3.1

Whet her BPA should use the f or wfandaimentebasede cur v
spot priceforecastof natural gas market prices.

Partiesd Positions

JP13 states that it favors the forward curve as a natural gas price forecasting methodology rather

t han Staffods pr op o0-44BdP1LRH tah50 #P13 contetidhda tBrS.t,afBR s
methodology to produce a natural gas price forecast lacks transparency, robustness, and
validation. Id. at 4. JP13 argues that the forward price curve is a superior methodology because

it is based on actual transactions for what buyersaraidvhat sellers actually acceptdd.

at5s.
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BPA Staffds Position

BPA Staff proposes a fundamenthissed forecast of spot market natural gas prices. Power Risk

and Market Price Study, BR4-E-BPA-04, at 2021. Staff does not believe that the forward

price curve constitutes a reasonable forecast of spot market natural gas prices. \atilibms
BP-14-E-BPA-38, atl0-1 1 . The forward mar ket cannot be s.
expectldttéon. o

Evaluation of Positions

JP13 argues that the Pawisk and Market Price Study does not describe a forecast model or
shaping methodology. JP13 Br.,BB-B-JP1301, at 3. This assertion is misleading. Although
Staff does not use a computer model to forecast natural gas prices, Staff uses a furelamental
based methodology to forecast natural gas prices, and that methodology is clearly and thoroughly
described in the Study. Study, BR-FS-BPA-04, section 2.3.1. In fact, Staff has relied on this
fundamentalkbased analysis of natural gas supply and adeineoupled with professional

judgment, to produce its natural gas price forecast in each rate case sinc€d98&.9.,
WP-02-FS-BPA-04, WR07-FSBPA-11, WR10-FS-BPA-03, and BP12-FS-BPA-04.

JP13, while challenging the transparency and validig &fA6s gas price foreca:¢
in this rate case, does not assert that the methodology falls below the standard of reasonableness,
only that use of the forward price curve would be superior. JP13 BA4BRIP1301, at 5.

BPA disagrees fortheaes ons next st ated. ( Note that BPA |
its brief on exceptions, that the market price forecast methodology and outcome are

unreasonable, in Issue 2.4.3.2.)

With respect to whether for wactdatmaork®tofprfictewst
prices, as JP13 asserts, forward market prices are not intrinsically price forecasts; rather, they are
current prices for future delivery of a good. Williagtsal.,BP-14-E-BPA-38, at 2. The extent

to which a forward curve carm should be used as a forecast of future spot market prices is not a
settled topic in academic circles. I n respon
price data are generally accepted to be the most accurate means for predicting tuteirs prio

Staff asked that JP13 provide evidence in support of the use of forward market prices to forecast
future spot pricesSeeBickford, BR14-E-JP1301-V01, at 5. JP13 provided references to a

number of academic papers that discuss the pros and cthressoibject, but fails to establish

that the forward curve constitutes the fAgener
spot market prices for natural gas. Williastsl.,BP-14-E-BPA-38, at 25. In fact, the authors

of one papercitedbyJBL, Chi nn and Coi bion (2013), state
of commodity futures in recent years suggests that policymakers should be wary of placing too
much weight on futures prices t W@, Attachmertlast f ut
at3; Chi nn, Menzie and Olivier Coibion, AThe P
Forthcoming, Journal of Futures Markets, at 29. The papers cited by JP13 do not support the
argument that it is a superior methodology for forecasting naturargas to the methodology

used by BPA since 1985.
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With respect to the assertion that forward pr
buyers paid and what sellers actually accepte
liquidity in the forward markets. Williamst al.,BP-14-E-BPA-38, at 1213. JP13 responded

that it Adid not perform specific analysis to
mar k 8aeidAt t achment 4, at 1. As such, JP1306s a

In sum, JP13 presents no objective, compelling, or academically supported reason for BPA to
move away from a methodology used in prior rate cases, and JP13 presents no convincing
evidence that the forward curve provides a more reliable forecast of fpturprces than
BPAG6s met hodol ogy.

Decision
BPA will continue using a fundamentddased spot price forecast of natural gas market prices.

Issue 2.4.3.2

Whether the forward price curve for electricity at Midshould be used as the electricity market
price forecast rather than the forec&iaffproduces through the use of the production cost
model AURORAxXmp.

Partiesd Positions

JP13 states that it favors use of the forward curve because it provides a robust and transparent
forecast of forward prices.P13 Br., BP14-B-JP1301, at 11. JP13 argues that actual prices
observed since BPAO6s I nitial Proposal already
forecast. JP13 states that Ain spite ef the
it. o J P 1-B4RBR1301,Bt23 ., BPP13 further contends t h:
relationship between forward and spot markets are inconsistent. JP13 Br. HX4-RBHP1301,

at 3. For these reasons b ecadti® arBitragy ansl eapricicugl. BP A6 s
at 4. JP13 suggests that because BPA believes the forward curve is higher thannizeksiot

price forecast, BPA should rationally arbitrage the difference between the future and spot,

earning a substantial prafiJP13 Br., BRL4-B-JP1301, at 16011; JP13 Br. Ex., BR4-R-

JP1301, at 34.

JP13 states that use of the forward curve wou
through the Load Shaping and rShice rates, noting that the use of the forwardvewrould

approximately double the Load Shaping credit each PUD currently receives, and that JP13
Ageneral | y e x pSYicechargeltodecheassd t @6 ef dlonal | Slicel/ BI
cust omer s. 014B-JFRA0BatBJ P1 3 BRBr g u e salysidoathe mBrleA 6 s an
price impact on the Load Shaping and 1&lite rates provided in the Draft ROD overlooks

secondary sales and, therefore, is flawed. JP13 Br. EXLABRIP1301, at 56.
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JPO5 argues that the assumptions for net secondary revealrsaay thirdparty estimates of
forward prices and claims that the forecast should be revised to be more reflective of expected
market conditions. JPO5 Br., BR-B-JP0501, at 7. JP0O5 claims that a significant update to
BPAOGs assumpt iayirsthefinallstudiebte ensuee @ eealistic expectation of net
secondary sales revenue when setting rdtesat 8.

BPA Staffds Position

The forward curve cannot be said to represent market expectation with respect to future spot
prices, as it is nantrinsically a price forecast. Willianet al.,BP-14-E-BPA-38, at 25.
AURORAXxmp provides a rigorous, fundamentbised forecast of the spot market price for
electricity. Power Risk and Market Price StudyBfE-BPA-04, at 1438. BPA plans to

update its assumptions used to generate market prices for the Final Proposal. Wilkms
BP-14-E-BPA-14, at 1011.

Evaluation of Positions

As discussed in Issue 2.4.3.1, above, forward market prices are not price forecasts, and whether
theycan,orshul d, be wused in that capacity is quest.
curve provides a Arobust and transparent fore
prices; the forward curvis the forward price, not the forecast of the futsjpet price.SeeJP13

Br., BP-14-B-JP1301, at 11. In any case, there is no evidence in the record supporting the

notion that the forward curve provides a robust forecast of future spot prices. Transparent as it

may be from a methodological perspective validity of using the forward curve as a spot

market price forecast is unsubstantiated.

JP13 indicates that BPAO6s forecast is fl awed
has become dated and must be updated for the Final Prop@%alBil Ex., BP14-R-JP1301,

at3. A forecast cannot be considered flawed simply because it has become dated. The forecast
used in the Initial Proposal was sound as of the time it was created. By their nature, forecasts

tend to diverge from actual catidns over time. As time passes, inputs to the analysis become

stale and must be updated with current information. Therefore, BPA updates the market price
forecast with data current as of the time of the Final Proposal. To point out that a forecast
beommes stale as time passes does not indicate
methodology employed to produce the forecast.

Throughout this rate proceeding JP13 has argued that the forward curve would be a better
market price forecashtan t he spot price forecast BPA uses
methodology is unreasonable. In its brief on exceptions, JP13 acknowledges that it had
previously not argued that BPAOGs met hodol ogy
decided to charge ahead in disregard of the facts and regardless of cost to its power customers,
JP13 now asserts that BPA&s methodol ogy and i
and capri ci ous-14R-JP1BMA 1aB3. Bsrstatediimghqut tHe Rate case, BPA

will update its forecasts to reflect changes in market expectations for the Final Proposal.

Williams et al.,BP-14-E-BPA-14, at 45, 1011; Williamset al.,BP-14-E-BPA-38, at6; Draft
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ROD, BR14-A-0 2 , at 38, 4tatement that BP# plangd té Us& flawed forecast is
incorrect, and the evidence supports BPAOGSsS us

Most of JP136s argument rests on an analysi s
t hat BPAOGs f or AAURORAxmp e notepropetlyevalidatwdsdael13 Br.,
BP-14-B-JP1301, at 59. JP13 calculates the BPA implied heat rate by dividing the mean

electricity price forecast by the median of the natural gas price distribution, which is not the
mathematical equalent of the average implied heat rageeBickford, BR-14-E-JP1301-V01,

at6 . JP13 claims that the difference between
analysis is insignificant. JP13 Br. Ex., BR-R-JP1301, at 4.

While the results malge insignificant in the present case, there is a significant mathematical
difference between relying on the mean divided by the median, versus relying on the average.
The average implied heat rate is calculated by taking the simple mean of the 3,260 hrepti

rates using AURORAXxmp output data for a given monthly diurnal period. Importantly, these

alternative methods would |ikely produce di ff
derivation of the Sumas price for natural gas applies a flat bakis tnonthly Henry Hub price.

Id. at 6. This is inconsistent with BPAO&sSs met |
Study, BR14FSBPA-0O4, section 2.3.1. 4. For this reaso
is not valid.

JP13 further contelsthaBPAG6s current heat rate forecast co
because it peaks at a value that is lower than previously observed and because it peaks in the

winter rather than the summeiP13 Br. Ex., BRL4-R-JP1301, at 5. Staff exphined that it does

not use implied heat rates in the analysis used to produce the market price forecast. Williams

etal., BP14-E-BPA-3 8, at 8. A meaningful critique of
account for the full distribution of monthlynplied heat rates for both heavy load hours and light

load hours calculated using a Pacific Northwest regional natural gas hub. As JP13 did not
perform this analysis, support for JP1306s <cl a
lacking. AstoJB36s contention that the implied heat 1
not correlate with historical observations, there is no evidence in the record to support this

contention. Furthermore, the historical observations of heat rates may vedyffigefirom

forecasts due to differing circumstances.

Contrary to JP136s assertion that Staff assum
the future spot pricd.€.,in contango), BPA makes no assumption regarding the relationship

between futre spot prices and the forward curve, and nothing in the Power Risk and Market

Price Study indicates any such assumpti8eeJP13 Br., BPL4-B-JP1301, at 9. BPA forecasts

a distribution of prices. Study, BR:-FS-BPA-04, at 17. Of the distributiomhich comprises

3,200 spot market price forecasts, some individual forecasts imply that the forward market is

higher than the future spot price, and some imply that the forward market is lower than the future
spot price. The average of the 3,200 forecagpdies that the forward market is higher than the

future spot price, which is frequently the case. BPA does not assume that all 3,200 scenarios will
result in a forecast in which the forward price is higher than the future spot price.
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JP13 assertstheath e f i rst sentence of the previous par
regarding the relationship between future spot prices and the forward curve is inconsistent with
statements BPA Staff has made in testimony regarding forward prices being highgydaha

prices. JP13 Br. Ex., BP4-R-JP1301, at 34. JP13 contends that the following statements in

BPA Staff testimony (Williamet al.,BP-14-E-BPA-38, at 2) are inconsistent with the statement

in the ROD: (1) nABec ausieestend® beadistribatedtlogprmélig,nd n a't
upside price risk implies that forwards should trade at a premium compared to forecasts of future

spot prices. o0 (2) né [T]here are analytical r
certain conditionsd.g.,an asymmetric distribution of spot prices). For example, if prices are
distributedlogn or mal | 'y, t hen we expect forward prices

Rather than being inconsistent, these statements make a distinction gegapioted average
versus all 3,200 scenari os. The statements i
higher than spot prices were in reference to the general expectation, which comes from the mean
condition of the 3,200 scenarios. BPA $t@fs st at ement that Aunder ce
expect forward prices to be explicitly higher
some of the 3,208pot market price forecasts are above and some are below the forward curve.

i E X p e c indicatés @ m&an condition, and the average of the 3,200 spot market price

forecasts is below the forward curve. Again, JP13 fails to recognize that the market price

forecast comprisesdistributionof price forecasts. BPA is aware that a forward ceareserve

as a robust forecast of spot prices for certain commodities but is aware of no evidence that this is
the case for electricity (or natural gas, as noted above).

JP13 states that if BPA is confident that future spot prices will be below the docuae, BPA
should be fiexploiting that difference as much
covering them with spot market price forecasts to earn a substantial profit. JP13 Br.-E4., BP
R-JP1301, at 34. BPA is statutorily prohibited dm taking such action. First, BPA is not

authorized to purchase power in excess of its need to serveSeati6 U.S.C. 838i(b)(6),

§839c(b)(1), 839d(a)(2), and 839d(d). BPA cannot simply buy and sell power for a profit

when there is no demand fibvat power. Second, BPA must operate according to sound business
principles. 18J.S.C. §8839e(a)(1). The practice proposed by JP13 is risky because the

considerable uncertainty of the availability of power to sell poses the possibility of being forced

to cover short positions at spot prices well in excess of the contract price, which in no way
guarantees a profit. Therefore, the proposed practice is not consistent with sound business
principles. Whether BPA could even entertain the use of the forouave as a market price
forecast is a complicated question. A substa
the full distribution of market ©price-14 orecas
FSBPA-04, sectior2.5.2.6. The suggéon that BPA use the forward curve does not address

the alignment between prices and inventory, or critical water prices. Itis not compatible with
BPAG6s risk mitigation responsibility, as it d
distribution of net secondary revenue for the risk analysis.
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JP13 argues that BPAGOs statement in the Draft
curve to determine the load shaping rate is flawed. JP13 Br. EX4BPIP1301, at 56; see

Draft ROD at 4-25. While JP13 explicitly calculates the financial impact of using the forward

curve on Load Shaping revenues, it states, with respect to the use of the forward curve to
determinenotS | i ¢ e c h adidgnet specifically@dlculatetthe financialpact of this

change t o BentSeeBickiordBRrHEHE-dR1301-\V0h, atd0. For that reason,

BPA had assumed that JP136s intent was to use
alone. However, in its brief on exceptions JP13 suggestsf the forward curve to calculate

secondary revenues as wel I . BPA understands
mar ket price forecast on various rates. Howe

market price forecast methodolodself; rather, it speaks to the fact that the initial forecast
happened to be lower than JP13 would like. In conducting a market price forecast, it is
important to perform an objective analysis that provides as accurate ahteed a forecast as
possible.

JPO5 states that it does not suggest that BPA use the forward curve as its price forecast. Oral

Tr.2 90 . JPO5 argues that the i mplied premium i
market price forecast is too low and should be upddtid. JPO56s primary conc
be that estimates of net secondary revenue are too low. JP05 B#4;BPP0501-CCO01, at 7.

Both JP13 and JPO5 raise as a criticism of BP
in the Initial Proposalloes not match the forward curve. JP05 Br;1BMB-JP0501, at 8;

JP13Br., BR-14-B-JP1301, at 14. However, the forward curves cited by JP13 are from

SeptembeR4, 2012, through January 18, 2013, and JPO5 references the ICE forward curve from

Decembel 0 1 2 . BPAG6s I nitial Proposal forecast wa
November of 20121d. As stated above, the fact that a forecast of one vintage differs from a
forecast of another vintage i s rmgty.a WB®PIAIGGE cr

forecast will be updated to reflect current conditions at the time of the Final Proposal. Williams
et al.,BP-14-E-BPA-14, at10-11. However, the methodology for the forecast will remain the
same as used for the Initial Proposal forec&at Issue 2.4.3.1.

Decision

The forward price curve for electricity at Mid should not be used as the electricity market
price forecast. The forecast BPA produces through the use of the production cost model
embedded in AURORAXmp is a reasonable mediaseuafasting electricity market prices, and
the record does not show that the forward curve is a superior method.
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Issue 2.4.3.3

Whether BPA should make AURORAXxmp available to parties in future rate proceedings.

Partiesd® Positions

JPO5 argues that the Admstrator should direct Staff to make the AURORAXmp model
available to parties in the next rate proceeding to allow for more critical evaluation of net
secondary revenues. JPO5 Br.;BfB-JP0501, at 8.

BPA Staffds Position

AURORAXxmMp is a publicly avitable production cost model and is not proprieta&ith respect

to BPA. Williams et al, BP-14-E-BPA-38, at 1314. Based on experience in the-BP
proceeding, where only one party requested access to the model, providing AURORAXmMp to
parties would codBPA a considerable amount of money and has the potential to financially
burden BPA ratepayerdd.

Evaluation of Positions

JPO5 argues that it is inappropriate for a utility in a regulatory proceeding to rely heavily on a
proprietary model for key assyations while not providing rate case parties an opportunity to
verify its results. JPO5 Br., BR4-B-JP0501, at 9. It is not true that rate case parties are unable
to obtain access to the AURORAxmp model. Williaebsl, BP-14-E-BPA-38, at 1314.
AURORAxmp is a publicly available model that any party may purchase from EPIS, the
programbs vendor . JPO5 does not point to
partiesd access to publicly avai Isxlblégal c omp
requirement.

I f JPO5 is asking BPA to fund certain part
an approach would put a financial burden on all ratepayers for the benefit of &lfeni4.
BPA is not opposed, however, to inqugiof EPIS whether it would provide a limited license to

any
ut e

i es

BPA rate case parties for use during future rate cases. Whether the costs of access to the model

are paid by the individual parties that are requesting the license or shared by BPA will be
negotiatedvith parties prior to the BR6 rate proceeding. Parties desiring access to the model
will need to make their wishes known prior to the beginning of the proceeding due to the time
that BPA and EPIS need to work out the purchase of the access rights.

Dedsion
BPA will explore methods by which to facilitate access to AURORAXxmp for interested parties in

the next rate proceeding and will consult with parties interested in obtaining access to
AURORAXmMp.
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2.5 Power Rate Development

The Power Rate Developmentsentioof t hi s Fi nal ROD addresses t
briefs related to cost allocation, rate design, implementation of TRM rate design in ratesetting,
power rate schedules, and general rate schedule provisions.

The Power Rates Study (PRS),-BRFSBPA-01, explains the processes and calculations used

to develop the rates and billing determinants
The Power Rates Study serves three primary purposds: &monstrate that the proposed rates

have beemleveloped in a manner consistent with statutory direction, including the initial

allocation of costs and the subsequent reallocations directed by stattes€Rjates consistent

with agency policy; and (3p demonstrate that the proposed rates haea ket at a level that

recovers the allocated power revenue requirement for the upcoming rate period.

Section? of the Northwest Power Act, 16.S.C. §8839e, directs the allocation of costs, which is
performed in the cost of service analysis, and prevadset of rate directives with further
guidance on how individual rates are to be de
directives of sectiofd, but, as characterized in the legislative history of the Northwest Power

Act, the rate directivesayern the amount of revenue BPA collects from each class of customers,

not the rate formSeee.g, H.R. Rep. No. 9®76, Part I, 96th Cong., 2d Sess., 69 (1980).

Section 7 reserves rate design (how the revenue is collected) to the Administrator.

As described in the Power Rates Study, the cost of service analysis and the other ratemaking
steps are programmed into a spreadsheet model, RAM2014, for purposes of calculating power
rates. The Power Rates Study describes how the tiered PF Public raterisdl&sigwing the

cost of service and rate directives ratemaking steps. The rate design for the PF Public rate was
established in the TRM. The TRM restricts BPA and customers with Contract High Water Mark
(CHWM) contracts from proposing changes to theviT&cept in a section 7(i) rate proceeding,

and only after certain procedures specified in the TRM have been followed-12B¥-03,

Section 13. No such changes have been proposed by BPA, any customer with a CHWM
contract, or any other party in this caseeBliven and Parker, BR4-E-BPA-11, at 3. Rates

are established to recover the costs of the Residential Exchange Program in accordance with the
terms of the 2012 REP settl ement-12R00.Séehe Admi
Final ROD sedbn 1.4.

2.5.1 Power Rate Development Changes

There were a number of proposed changes to the rate schedules and GRSPs, outlined below. No
party raises any issue with these proposed changes in its Initial Brief. Certain parties support the
adoption of these ppmsed changes. JP03 Br.,-B#B-JP0301, at23-24; WMG&T Br.,
BP-14-B-WM-01, at 3. For a more complete explanation and description of each of the

changes, see the Power Rates Studyl8PS-BPA-01, and the 2014 Power Rate Schedules and
General Rate &hedule Provisions, BR4-A-03-APO1.
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. NR Energy Shaping Services for NLSLs.NR service is expanded so it can be
used to make up for any mismatch between <c
amounts that are based on planned NLSL loads and actual NLSL loads.

. Unanticipated Load Service (ULS) Availability. ULS availability is modified
to be assessed on a céigecase basis and exclude loads less thisiV\l

. Load Shaping True-Up Payment Options. Customers are given the option to
pay the Load Shaping Trudp chargeover three months (without interest
applied) or in one month.

. Low Density Discount/Irrigation Rate Discount (LDD/IRD). The GRSP
language is clarified on several minor points.

. Demand Charge Adjustment for Extreme Load Shifts and Recovery Peaks.

Thedenrand billing determinant is adjusted for
(due to a consumero6s | oad coming back onl:
example) or Arecovery peakod (due to power
an uncontrollable foe such as a storm).

. Provisional CHWM Treatment. The retention or nonetention of Provisional

CHWMs is implemented in billing determinants in the manner directed by the
TRM.

. Tier 2 Remarketing and NonFederal Resource with Diurnal Flattening

Service (OFS) Remarketing. A remarketing credit is provided to customers with
Regional Dialogue contract section 10 remarketing for either Tier 2 amounts or
nonFederal resource amounts (to which DFS applies) that are in excess of its
Above-RHWM load.

. Resource Rermarketing Service (RRS). A remarketing credit is provided to
customers granted RRS.

. General Transfer Agreement (GTA) Delivery Charge. The GTA Delivery

Charge, described in section | of the GTArate schedule, applies to PF

customers for deliveries obgver over thirgparty transmission and/or distribution

systems at voltages below 34.5 kV. In previous rate proceedings, the GTA

Delivery Charge was designed to mirror the Utility Delivery Charge established

by Transmission Services. In this proceedihg, &TA14 Delivery Charge was

designed to recover the projected {oaltage service costs€., below 34.5 kV)

Power Services is expected to incur over the rate period. Thel@TBTA

Delivery uses the customerds system peak a
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2.5.2 Section 7(c)(2) Typical Margin

Issue 2.5.2.1

Whether adjusting the industrial margin by applying the GDP Implicit Price Deflator to account
for inflationary forces comports with statutory requirements.

Partiesd® Positions

Al coa ar gues ttbuasétheBADR linplicitdPece Deflatootm adjust the industrial
margin to account for inflationary forces is not in accordance with statutory requirements, in
particular, section 7(c) of the Northwest Power Act. Alcoa Br-1B#B-AL-01, at 2; Alcoa

Br. Ex., BR-14-R-AL-01, at 810.

BPA Staffodéds Position

The premise for using the margin in the IP rate is that publicly owned utilities will charge their
retail industrial consumers rates that reflect their costs. Cledlédr, BP-14-E-BPA-40, at 19.

BPA has consistently calculated the industrial margin using general and administrative costs that
the retail utility adds to its power costs when determining its rates for industrial consumers.

Id. at 20. Staff has no reason to expect that utility generah@mihistrative costs have not
experienced inflationary pressures during the past two yé&érs.

Evaluation of Positions

Section 7(c) of the Northwest Power Act is the primary directive that establishes the parameters

for setting the IP rate, which is thate applicable to power sales to DSI customers. 16 U.S.C.
§839e(c) . Generally, BPA is required to ensurt
retail rates charged by the public body and cooperative customers to their industrial comsumers
the region. o 16 U.S.C. A 838e(c)(1)(B). | n
mai ntained, the statute requires, in part,6 t
Ad mi ni sapplicalileovhabesale rates to such public body eodperative customers and

the typical marginsincludedly such public body and cooperati\
16 U.S.C. 8 839¢(c)(2) (emphasis added).

h

In determining the proper rate level, the statute further directs BPA to take intmmaicco
The comparative size and character of loads served,

The relative costs of electric capacity, energy, transmission, and related delivery
facilities provided and other service provisions, and

Direct and indirect overhead costs.

16 U.S.C. 8§ 838e(c)(®)1 (C). Atissue here is what Congress intended by requiring BPA to
Aitake into account ¢é direct and indirect over

BP-14-A-03
Chapter 2.0 Power Rates and Policies
Paged6



accomplished in two ways: (&pnducting a survey of preference utilities serving indaistvad

to identify their Adir e cadjusangttie previaislyrexdstng over he
margin to account for inflation. Alcoa argues that the second method, adjusting for inflation, is
inconsistent with the statutory requirements. AlBoa BP-14-B-AL-01, at 2.

Alcoa argues that BPA's interpretation of its obligations under section 7(c)(2) ignores

unambiguous Congressional intent and is entitled to no deference. Alcoa states that BPA must
give neffect to thetemambi gGongil gkI-8-AlpOl,eAlsecaa il
at5 (citingM-SR Pub. Power Agency v. Bonneville Power Adn2#f7 F.3d 833, 841 (9th Cir.

2002) quotingChevron U.S.A., Inc. v. Natural Res. Def. Council,,1a67 U.S. 837, 8423

(1984)). Alcoa statehat Staff has admitted as much in its rebuttal testimony by making a

telling admission: A[i] n deci di-I2qdustielerargie r or
for inflation, we relied upon our general knowledge of standard ratemaking practicasrand
experience in dealing with this is-8Be in prio

AL-01, at 6 (quoting Chalieat al.,BP-14-E-BPA-40, at 19). Alcoa insists that it is irrelevant
whet her BPA's proposed adj unsatkmenngt pirsa cfitail ciegsn.eod
BP-14-B-AL-01, at 6 (quoting Chaliest al.,BP-14-E-BPA-40, at20).

Alcoa also asserts that, had Congress intended to permit BPA to make its industrial margin
calcul ation consi stent wi wduldhasetdefted ther Ndbrthwestt e ma k
Power Act accordingly. Alcoa Br., BP4-B-AL-01, at 6. Instead, Alcoa argues, Congress

itemized the factors BPA must consider when calculating the typical margin, and BPA is obliged

to adhere to that formulatiorld. In this connection, Alcoa cit€shurch of Scientology of
California v. ,812%.2d4D/e42DH(9th Qirf1979)ufaer the proposition that
Congress fimean[s] what it says and thus the s
congresi onal Idi ntent . 0O

Alcoa argues further that BPA may not interpret section 7(c)(2) in a manner that renders

superfluous the specific mandatory factors Congress intended the agency to consider when
calculating the typical margind. (citing Pac. Nw. Geerating Coop v. Bonneville Power

Admin, 580 F.3d 792, 808 (9th Cir. 2008) for the proposition that BPA may not rely on a
statutory interpretation that fAwould render |
insists that this principle has beenlated because BPA has substituted its own understanding of
standard ratemaking practices for the specific formulas Congress mandated. AlcoalB., BP

B-AL-01, at 6. Alcoa concludes that Congress did not leave the calculation of the IP rate to
BPAédsscretion; instead, it provided the agenc:
ignore factors Congress ex pldi(cting&drtlylslanelgsuy. r ed b
Hogarth 494 F.3d 757, 765 (9th Cir. 2007). Based onthatanalysis@a concl udes th
decision is entitled to no deference because, under the holdiagtimisland the decision to

use the GDP Implicit Price Deflator serves only to enable the agency to ignore reality, and in

such cases courts need not acquiegdeoa Br., BR14-B-AL-01, at 6.

BPA di sagrees with Al coads argument. As refl
Act describes with some particularity how the Administrator must set the IP rate, the rate

BP-14-A-03
Chapter 2.0 Power Rates and Policies
Page47



applicable to sales to DSI customexsd it generally sets forth the steps that the Administrator

must follow in doing so. The primary directi
the retail rates charged by the public body and cooperative customers to their industrial
consimers in the region. o 16 U.S.C. A 838e(c)(:

determination i s required to be based in part
such public body and c oope gastinclvded bgsuch publime r s an
body and cooperative customers in their retai

As part of that determination, the Administrator is required to take into account such factors as
Acomparative siegel aadscéearaetderand fbhhe rel at
energy, and related delivery faciUSQies provi
§838e(c)(2)(A) (B). However, such considerations are not determined by or related to the

margin survg that BPA has conducted in prior rate cases. The only meglgmant costs for

purposes of this discussion are the costs that are actually considered by application of the margin
study, and those are | imited xperienced by piefdrencee c t
utility customers serving industrial loatd. Cont rary t o Al coads assert
provided fispecific formulasodo that must be ob
developing the rate applicable to Dsglles, the Administrator shall include an adjustment for the
typical i ndust rtakeaimto antaunég i dni rtehcatt afinsdh ailnfdi rect oV
16 U.S.C. 839¢(c) (emphasis added).

a
[
S

The industrial margin adjustment has generally had a verl sffext on rates, as shown in the

tables in the evaluation of Issue 2.5.2.2. Historically, BPA has made the adjustment in two ways.
First, BPA has adjusted the industrial margin by conducting an industrial margin survey. When
BPA employs the margin seey, the Public Power Council has been enlisted to collect cost of
service information from preference customer utilities that serve at least one industrial load
whose average power consumption is three or more megawatts. BPA personnel then analyze the
information for the purpose of separating it into various cost categories: production, distribution,
revenue taxes, and other.

The costs that are placed in the Aothero cate
indirect overhead costs becauseytlare not related to the production and distribution of power

or to the revenue taxes charged by only the State of Washington, and which therefore are not
considered to be relevant to the fAtypical 0o in
process is essentially one of excluding costs related to functions that are not direct and indirect
overhead costs. These results are then incorporated into the ratesetting process by integrating the
results into the industrial margin study, which can inelather adjustments, as reflected in the

statutory language, that are unrelated to direct and indirect overhead.eqétd, he compar at i
size and character of | oads served [and] €& th
transmission,andrdlaec d del i very facilities provided and
is a reasonabl e means of Ataking account of &
the rate directive.
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However, the statute does not limit BPA to one method ofigegiich costs into account.

Another legitimate means of taking such costs into account that has been used historically in the
absence of conducting a margin survey is to adjust such costs by the application of the GDP
Implicit Price Deflator. The GDP Inligit Price Deflator measures the effect of inflation in the
economy generally. Because direct and indirect overhead costs are not in any way specialized or
related to a narrow area of technical costs that might not be subject to inflation, as coald be th
case if the margin dealt with power generation or distribution facilities, the GDP Implicit Price
Deflator is a suitable tool for adjusting the margin, particularly over the relatively brief time that
is at issue here. Over a period of two years, onddweot anticipate a huge change in direct and
indirect overhead costs, and adjusting for inflation captures, in this case, a very small
incremental change.

While this method of adjusting the margin is different from adjusting by use of a margin survey,
it is nonetheless a reasonable one. That is particularly true in this instance, where BPA is not
abandoning the margin survey but intends to use it in future rate cases. Continuing to use the
margin survey with some frequency will serve as a means ofedohbcking use of the GDP
Implicit Price Deflator, and the margin survey would be likely to capture and@e#ct any
distortions in the inflation adjustment. Similarly, use of the GDP Implicit Price Deflator might
well serve to support or detract fincdhe existence of any anomalies that might arise in the
context of a margin survey. In the final analysis, whether BPA conducts the survey or adjusts
the margin for inflation, it wild/l Atake into
required ly statute. As noted elsewhere, it is also a tool that BPA has used in the past to adjust
the typical industrial margin.

Furthermore, adjusting the margin to account for inflation is consistent with the intent of
Congress at the time Congress conceiveabipisting the rate applicable to DSI sales to align

them with the rates BPAOGs preference utilitie
Report on the Northwest Power Act noted that the rate applicable to such sales should be
determinedinpatty Aapplying a typical mar gin of cost
customersoé6 retail i ndustri al rates and their

whol esale rates to the preference customers f
Chalieret al.,BP-14-E-BPA-40, at 1920 (citing S. Rep. No. 9872, 96th Cong., 1st Sess. p. 59

(1979)). BPA continues to interpret this direction as referring to the amount of general and
administrative costs that the retail utility adds to its powersoeben determining its rates for

industrial consumers. Chaliet al.,BP-14-E-BPA-40, at 20. It is also notable that there is no
suggestion in this piece of legislative history that Congress preferred one method over another

for making the determination

Al coa argues that BPA has ignored statutory f
regarding the calculation of the industrial margin. Alcoa Br. Ex:1BIR-AL-01, at 810.

Al coa states that the Dr aft thkioddstrielmdrginrisses BPA
simply a calculation of nldat®.eAtcdacantmues,i ndi r ect
ASecit(wown(2) is not an a |l a carte menu from whi
Id. This description does not accuratelpdebe the point BPA is making. It is true that
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considerations other than Adirect and indirec
formulation, as described at sectif(t)(2) of the Northwest Power Act. Such factors include

At he c oersipeaandahaiacter of the loads [and] relative costs of electric capacity, energy,
transmission, and related delivery facilities
However, the point made by Staff is that those other adjustments, to theagxdiecdable, are

wholly independent from the data collected for the margin survey, which is used only to measure
overhead costs experienced by preference utilities that serve industrial customers.

Decisions regarding the other listed factors are madeaepaand independently. For

example, in the past, BPA proposed a rate adj
top quartile was not firm, whereas industrial customers of preference utilities received firm

service for their entire load. Todd)SI load is served as 100 percent firm, with the exception of
provision of mandatory reserves, for which DSIs are fully compensated through the value of
reserves credit required by section 7(c)(3) of the Northwest Power Act. Because of the changed
charater of the DSI load, the previous character of load adjustment is no longer appropriate

today. Itis also worth noting that in the BR rate development process no adjustments have

been made for character of load, or for any of the other statutorydacteri nce BPAG6s 199
and no party has proposed or provided evidence in this rate case that such adjustments should be
made.

In other words, the absence of a discussion regarding such issues should not be interpreted, as
Alcoa apparently believes, asaning the statute has been ignored. If BPA had believed that an
adjustment for fAsize and character of | oadodo o
transmission, and related delivery facilities
proposal to that effect in its Initial Proposal. Staff did not do so, based on its reasoning that no

such adjustments are appropriate at this time. If other parties, including Alcoa, believe that such
adjustments are appropriate, they had every rigbtdsent testimony to that effect. But no party

made any such proposal. As a consequence, the record does not affirmatively address the issue,
not because the statute was ignored but as a reflection of the fact that some provisions are not
relevant at ths time.

I n conclusion, despite Alcoabés arguments to t
Congress expected BPA to follow only one specific method for determining the appropriate level

of the industrial margin. Neither the statute nor theslative history indicates that BPA has

offended the intent of Congress by adjusting the margin for inflation in this instance, particularly
where, as shown below, the underlying data is relatively fresh and there is every indication that
application of th&sDP Implicit Price Deflator is consistent with the results achieved by

conducting a full margin survey. See the tables in the evaluation of Issue 2.5.2.2.

Decision

Adjusting the industrial margin to account for inflationary forces by application oG
Implicit Price Deflator is an acceptable means of meeting the requirements of section 7(c) of the
Northwest Power Act that direct and indirect overhead costs be taken into account in
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determining a rate level that is equitable in relation to the retdgs charged by public body
and cooperative customers to their industrial consumers.

Issue 2.5.2.2

Whether applying the GDP Implicit Price Deflator to the-BPindustrial margin to account for
inflationary forcesproperly establishes the level of tmelustrial margin for BP14 rates

Partiesd Positions

Alcoa argues that there is no evidence whatsoever concerning whether utilities have experienced
inflationary forces since the last margin study was conducted. Alcoa BL4BPAL-01, at 3.

BPAStaffo s Posi ti on

There is no reason to expect that utility general and administrative costs have been exempt from
inflationary pressures during the past two years. Chetladr, BP-14-E-BPA-40, at 20.

Adjusting the margin for inflation is aligned with stamnd ratemaking practices, among which

are assumptions of inflationary increases for future cadtsBPA has always adjusted the

industrial margin either by assessing relevant utility costs through the margin survey or by
application of an adjustmentrfmflation. Id. at21. From 1996 to 2012, there hes/er been a

period in which the industrial margin has not incredseah the prior period.ld.

Evaluation of Positions

For the BP14 rate case, BPA Staff, Alcoa, and the Public Power Council (esgneg many of

BPAGs preference customers) reached agreement
customers to establish the direct and indirect costs included in retail rates of industrial consumers
served by preference utilities in the Pacific Nartist. SeeMemorandum of Understanding, BP
14-FSBPA-01, Appendix A, Attachment B. The signers agreed to use the margin survey

performed for the BR.2 rate caseld. The MOU states that any methodology issues raised in

the 2014 rate case (BR}) regardig calculation of the industrial margin shall use data from the

2012 margin survey; these arguments shall not require performance of a new industrial margin
survey. Id.

Al coa chall enges BPAG6s decision to Abdsj ust t he
testimony and supporting data are inadequate to support adjusting the industrial margin for
inflation:

€ [ Nleither BPA's studies nor its testimon
proposed adjustment would be appropriate. In fact, BPA has siaiteitl has no

work papers, studies, or analyses that support the proposed adjustment. BPA also
acknowledged that there is no data in the-1BPindustrial margin survey

regarding whether or not it is appropriate to adjust the industrial margin for

inflation. The reason for this lack of evidence is sinipBPA agreed to forego
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collecting it in order to reduce the burden upon the PPC of collecting the
necessary customspecific data.

ld.at 4. Al coa chall enges BPAG gsverdtexyeasiandrat t o f o
least implicitly suggests that a full margin study must be done every rate case regardless of the
amount of time that has elapsed since the prior rate tese.

Alcoa also challenges the appropriateness of using the GDP Inflaat Deflator to adjust the
industrial margin. Alcoa Br. Ex., BP4-R-AL-01, at 38. Alcoa argues, for example, that BPA
conceded in response to data requests that the GDP Implicit Price Deflator has no evidentiary
support.ld.at 4. B P Aricedesrne sugh ¢thimg ¢ is tue that BPA did not
deconstruct and disassemble the GDP Implicit Price Deflator to make sure that it does actually
measure inflation. Its frequent use in the course of trade, however, makes it logical to assume
that its apgtation here is a reasonable approach to adjusting the industrial margin.

Inflation exists and can be a factor even in a slow economy. The GDP Implicit Price Deflator

has been in use for many years, to the point that it has become an industry standard fo
measuring the effects of inflation. It is not necessary for BPA to essentially dismantle the GDP
Implicit Price Deflator to prove that it does the intended job of measuring inflationary effects. It

is enough that the GDP Implicit Price Deflator progidestandard that is generally accepted and
commonly used. If, as suggested by Alcoa, there has been no inflation during the past two years,
then one would expect the GDP Implicit Price Deflator to reveal that fact, resulting in no
adjustment to the indtrgal margin. The GDP Implicit Price Deflator, however, does not

indicate that there has been no inflation, but rather indicates that there has generally been a small
but measurable incidence of inflation over the course of the current rate period.

While BPA does not believe that a full margin survey should never be conducted, it is
nonetheless reasonable, and aligned with common ratemaking practices, to forgo the study and
make an adjustment to account for inflation in light of the fact that only tws Yea&e elapsed

since the last margin study, which was completed in 2006? Chalieret al.,BP-14-E-

BPA-40, at 21. The rationale for forgoing the full margin study in this instance is:

€ In the past, BPAGs rate pthanithetdve have bec
year rate periods BPA committed to in the TRM [Tiered Rate Methodology].
TRM-12SA-03, at 1. During the longer rate periods, it was possible that utilities

participating in the margin survey could have significant changes in their overall

cost structures. Thus, it made sense to conduct a survey every rate case. Such

cost fluctuations are less likely during a twear rate cycle, so the value of

collecting and analyzing data from a full survey is considerably diminished.

Meanwhile, the admistrative burden on PPC, which collects the data, and BPA

2l'm its brief on exceptions, Alcoa corrects BPAO&6s erron
collected in 2011, ltisnotcledr,o wever , how that helps Alcoads argument,
remains at two yeadssummer 2010 to summer 2012, which is the time interval of the GDP Deflator being applied.
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Staff, which conducts the analysis, is greatly incredsederforming the margin
survey every two years. For that reason, we began pursuing alternatives to
conducting the margin survey every twaye

Chalieret al.,BP-14-E-BPA-40, at 16 (emphasis added). Thus, Alcoa is incorrect to assert that
BPAG6s goal was fito avoi dSderAlcoadBe,BR14-B-Alt-0i,eat5P P C 06 s
While that administrative burden, as well as cost, did engesoverall thinking, the primary
consideration was the fAconsiderably di minishe
of administrative efficiency were a secondary benefit emanating from that conclusion.

Alcoa argues that the GDP ImplicitPribee f | at or i s defective because
the national economy as a wholeo; Alcoa raise
Afany bearing on wutility margins-l4RRALOha4.Paci fi

Utility overhead costs are created by goods and services that are rooted in the general economy
and share the same qualities as overhead costs in many other businesses. For example, overhead
costs would include such things as general office supplies and hopisekiéems, personnel to

provide customer service, and any number ofpiaduction costs experienced by business

concerns generally. Therefore, it is logical to assume that utility general and administrative
overhead costs have not been exempt fromaheesnflationary pressures that affect the general
economy and businesses operating in that wecon
overhead costs reside in some kind of special category of costs unaffected by general inflationary
forcesisfamor e t enuous than BPAG6s common sense per

Further, BPAG6s rationale for selecting the GD
inflation for the upcoming tw«year rate period remains sound:

In deciding whether or not to propose adjugtthe BP12 industrial margin for
inflation, we relied upon our general knowledge of standard ratemaking practice
and our experience in dealing with this is

The premise for using the margin in the IP rate is based e@rcdhcept that
publicly owned utilities will charge their retail industrial consumers rates that

reflect their costs. € We have found no r e
administrative costs have been exempt from inflationary pressures duripasthe
two years.

Having not conducted a new survey, we believe the margin should be aligned
with standard ratemaking practices, among which are assumptions of inflationary
increases for future costs.

Chalieret al.,BP-14-E-BPA-40 at 1920. BPA relies omgeneral ratemaking practices when
determining whether to adjust the margin for inflation. It also considers whether utility general
and administrative costs would have been immune to inflationary forces, and Staff found no
reason that they would have beeStaff makes the commonsense assumption that, even in a
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slow economy, utilities would be likely to pass such increased costs through to the rates of their

industrial customers. Finally, the inflation adjustment conforms with standard ratemaking

practies. Id.

As a further test, comparing the current adjustment to past BPA practices with respect to the
industrial margin shows that, if anything, the inflation adjustment may well slightly understate
the needed adjustment:

BPA has always adjusted the usdrial margin either by assessing relevant utility

costs through the margin survey or by application of an adjustment for inflation.

Furthermore, in the 16 years from 1996 to 2012 therenbasr been a period in

which the industrial margin has not increadfrom the prior period.

Id. at 21. The changes in the level of margin from 1996 to the present were:

WP-96 Rate Case
WP-02 Rate Case
WP-07 Rate Case
WP-10 Rate Case
BP-12 Rate Case

0.44 mills/kWh
0.46 mills/lkWh
0.57 mills/kWh
0.63 mills/lkWh
0.68mills/kWh

Id.; see als@peer, BPL4-E-AL-01, Exhibit C. If the historical margin levels would have been
adjusted for inflation rather than pursuant to a survey of utility overhead costs, the comparative
margins would have been:

Rate Case|Survey Year| Survey Margin |Inflated Margin | Error
WP-96 1994 0.44
WP-02 1998 0.46 0.47 +0.01
WP-07 2004 0.57 0.52 1 0.05
WP-10 no survey 0.63
BP-12 2009 0.68 0.65 10.03

Uses GDPDeflator calculator at http://stats.areppim.com/calc/calc_usdirxdeflator.php

Id. at 22. Based on these results, it appears that using an inflation adjustment tends to understate
providing

the margin.ld. Al c o a

foul o

states
ar gument -14R-AI0t, atd0. Bhatsinotihe case. Biflead, BPA is
using past results as evidence to show that the adjustment for inflation is consistent with

t hat

t his

compar

historical patterns with respect to changes in the industrial margins. As the table above shows,
adjustments to the margin haveeheelatively small throughout the years, regardless of whether

the adjustment was made by reference to a survey or an inflation adjustment.

In view of the record as a whole, and as described fully above, there is ample evidence to

conclude that the GDRniplicit Price Deflator is a sufficiently reliable indicator of the
appropriate adjustment that does not unfairly or inequitably increase the IP rate or penalize DSI

BP-14-A-03
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customers, in spite of the small differences in results obtained by adjusting for infidbien
than conducting a margin survey.

Al coa argues that the record does not include
proposal to adjust the industrial margin. Alcoa Br.; BFB-AL-01, at 3; Alcoa Br. Ex., BR4-

R-AL-01 at 18. The aboveetision is based on an assessment of the evidence, which supports

the results. The substantial evidence test applies to appellate review and therefore is not

explicitly addressed in this ROCBeesection 1.3.3 for further discussion.

Decision

Applying he GDP Implicit Price Deflator to the BPF2 industrial margin to account for
inflationary forces properly establishes the level of the industrial margin fetBrtes.

Issue 2.5.2.3
Whether adjusting the industrial margin to account for inflationargde violates the intent and

purpose of the Memorandum of Understanding that was executed by BPA, PPC, and Alcoa by
failing to obtain Alcoabs consent to the adju

Partiesd Positions

Al coa argues that Staff o6s poraquat orirdflatianes adj ust
contrary to the intent and purpose of the Memorandum of Understanding that was executed by

BPA, PPC, and Alcoa prior to BPA publishing its Initial Proposal. Alcoa Br18B-AL-01,

at 47. Alcoa states that its consent iguged, whether by means of the MOU or otherwise, to

all ow BPA to undert-askat whatyotadplussmant Aieatt
Alcoa Br., BR14-B-AL-01, at 810.

BPA Staffodés Position

The purpose of the MOU was to reach a consensasdieg not conducting a margin study
while at the same time leaving parties free to pursue in the rate case the arguments they deem
appropriate regarding calculating the Industrial Margin. Chatiat.,BP-14-E-BPA-40, atl5.

Evaluation of Positions

Alcoa argues that a provision of the MOU permitting BPA to make anstatizory adjustment
was removed from the final MOU, as executed by BPA, Alcoa, and PPC. Alcoa Br4-BP
AL-01, at 8. Alcoa states that it has not agreed to an-steiatory calalation of the industrial
margin, and in the absence of such an agreement, BPA has no choice but to abide by the
methodology prescribed in section 7(c)(&). Alcoa also argues that the MOU decided on a
final basis that BPA would not conduct a margundgt But that is precisely what BPA did in

the MOW it decided, on a final basis, that it would not conduct a margin study, which is the
method by which the agency collects the information necessary to address the section 7(c)(2)
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factors. Id., citing Chaier et al.,BP-14-E-BPA-40, at 18. Alcoa develops its argument as
follows:

The MOU does not authorize BPA to make extedutory calculations when
computing the industrial marginBy agreeing to waive the margin survey, BPA
foreclosed its own abilityot collect the data that is necessary to properly calculate
the industrial margin. BPA cannot choose for administrative convenience to
deprive itself of the necessary data and then credibly claim that it has no option
other than to make an extsgatutoryadjustment.

Id. at 89 (emphasis added). Alcoa essentially argues that BPA has no discretion to set the
industrial margin through any means other than a industrial margin survey, at least not without
Alcoa providing its consent through an MOU or otheawig\ll other methods of adjusting the
industrial mar gin are aptpatretnady., oin Al coads

Staff (one of the parties to the MOU) sets forth its understanding of what the MOU was intended

to accomplish, which is quite different fromAlégbda under st andi ng. As St a
of the MOU was to dispense with the margin survey but otherwise leave all other substantive

issues that might affect the calculation of the margin open for consideration in-the g
proceedi mealBP14EBRA4D, at 1519. Alcoa agrees that what is underlying

this debate between BPA and Alcoa on the industrial margin is really a case of mistaken

expectations about the Memorandum of Understanding. Oral Tr. 222.

Such details would not garticularly illuminating, because the crux of the matter seems to be a
difference of opinion between BPA and Alcoa regarding the scope of section 7(c)(2). As shown
in Issue 2.5.2.1, BPA believes that its actions are consistent with section 7(c)(#)erlwaords,
BPA is not makangt amydeaxdjrast ment .

The MOU states that any methodology issues raised in tHelBRte case regarding calculation

of the industrial margin shall use data from the 2012 margin survey; these arguments shall not
require performance of a new industrial margin survey. As intended, the MOU left BPA, Alcoa,
and other parties free to pursue methodology arguments. Alcoa has done so, providing testimony
and briefing to the effect that the inflation adjustment is notistamg with statutory

requirements and is not supported by substantial evidence. Those arguments have been fully
evaluated.

To the extent that Alcoa wished to raise arguments regarding the other factors, it certainly was

free to do so. One of the mainrposes of the MOU was to leave parties open to do just that.

The only proviso in the MOU was that, to the extent that arguments required evidentiary support
from a margin study, the 2012 margin survey would serve as a surrogate for a new survey. It

rema ns unclear exactly what Al coads primary <co
consent of all relevant parties would be required in order to make any adjustment to the 2012

survey results. It does not appear that Alcoa argues that deléttom provision from the MOU

had implications beyond that. Nonetheless, it is fair to point out that the MOU expressly does
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not preclude any party from making any arguments with respect to the industrial margin
calculation or the factors that should lemsidered when making that adjustment.

Il nstead, as noted in Alcoads brief, all roads
section7(c) precludes any margin adjustments other than those made pursuant to a margin

survey. BPA has made clear thalisgagrees with that assessment but in no way contests

Al coads right to present such arguments for ¢
continues its misplaced reliance on the MOU as precluding BPA from adjusting the margin.

Alcoa Br. Ex., BP14-R-AL-01, at 13. Most of that discussion also deals with the apparent view

that the only way BPA can provide evidentiary support for a margin adjustment is by conducting

a margin survey. BPA has explained thoroughly, both here and in testimony, didggrees

with that view.

Once again, however, Alcoa misinterprets BPAD®
points out that the Draft ROD states that nAf[t
margin survey would serve as a surrogate foreaw s u ld.at.yBPA has made clear,

however, that the 2012 survey would provide a surrogate only with respect to making arguments
regarding whether specific costs should, or should not, be included in the margin. In other

words, a party, for exaple PPC, could make or preserve its argument to the effect that revenue
taxes should be included in the margin without having to develop its own margin survey to have

an evidentiary basis for doing so. Alternatively, Alcoa would have been able tcsgise with

respect to inclusion of various costs in the margin by using the 2012 survey as the evidentiary
foundation for such arguments. In any case, BPA was most certainly not representing that the
overall level of the industrial margin would remaintistar that parties to the rate case would be
deprived of their right to challenge whatever method BPA chose for dealing with the industrial
margin.

It is regrettable that Staffds attempt to be
Initial Proposal appears to have resulted in controversy with respect to the scope and purpose of
the MOU. Fortunately, this misunderstanding has had no bearing on the procedural rights of the
parties or interfered with the task of evaluating all of the arguntleaitparties to the rate case

wished to present in connection with the industrial margin.

Still, it would undoubtedly have been preferable to avoid the misunderstanding and any hard
feelings resulting from that mosuBtaffbandnhng
create ill will. Thus, despite the dozens of emails that were sent back and forth between the

parties to reach agreement on the MOU and the cooperative spirit that was exemplified by those
discussions from all participants, BPégrets the apparent breakdown in communication

regardless of the reasons for it. For the future, BPA commits to making even greater efforts to
ensure that it fully and accurately communicates its objectives.

All of that said, however, BPA wishes to mattear that its efforts to come to an agreeable
understanding should in no way be mistaken fo
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mar gin [surveyyéeidat a6t he AMOODadéds consent woul d
was not required

Decision

Adjusting the BPL2 industrial margin for inflation does not violate the intent and purpose of the
MOU. Neither is Alcoadbs consent to the adjus
between Alcoa and BPA regarding the purpose oMtdJ, BPA will adjust the industrial

margin for inflation.

Issue 2.5.2.4

Whether the Administrator has set the value of reserves credit applicable to the IP rate in
accordance with statutory directives.

Partiesd Positions

JPO5 argues that the value afyaand all reserves obtained from Alcoa must be set as part of the
section 7(c) value of reserves credit in a section 7(i) rate proceeding. JP05-B4-BBP
JP0501, at 1611.

BPA Staffods Position

Only the statutorily required minimum DSI reserve regmient, defined in the GRSPs and DSI
contracts as AMini miBuppl e@petatijogi Resaluvued
value of reserves creditee2014 Power Rate Schedules and General Rate Schedule Provisions
(FY 2014 2015), BR14-E-BPA-09, GRSP II.F.

Evaluation of Positions
JPO5 states:

BPA should properly credit the DSIs for the value of any reserves they provide;
however, the methodology for crediting must be set in a section 7(i) rate
proceeding and should not be determined throughebdbnegotiations between

BPA and any of the DSIs. Alcoa should raise any concerns with the reserve
calculation in this proceeding, and the Administrator should reject any effort to

set the Industrial Firm PoweherdtefichsBo) r at e
process.
JPO5 Br., BPL4-B-JP050 1 at 10. JPO5 argues that the Ad

credit for reserves is in Northwest Power Act section 7(c)(1), the statutory provision for setting
rates that contains rate directives éstablishing the IP ratdd. JPO5 apparently believes the
Administrator is restricted to obtaining demand side management services from DSI customers
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in only one manneir,e., by conducting a section 7(i) rate proceeding to determine the value of
suchservices:

The statute explicitly states that when establishing the IP rate, the Administrator
6shall adjust such rates to é accountdé for
statute contemplates that the adjustment will not be negotiated throughctontra

but will be an adjustment to the IP rate that will be made when setting rates.

Id. BPA disagrees. It does not appear that any party has presented an argument to the effect
that the IP rate or reserve credit could or should be set in any mannehatha the context of

a section 7(i) ratemaking proceeding. To the extent such an argument may have been raised
implicitly, BPA rejects it, because such a ratesetting practice would be inconsistent with clear
statutory directives. To be even clearer,consideration has been given to negotiating-or re
negotiating the IP rate or reserve credit through bilateral contract negotiations, as such an action
would not be supported by statute.

It is possible that JPO5 misunderstands the somewhat confudingtesproffered by Alcoa,

which tends to conflate the two types of products available from DSI customers and does not
clearly explain the difference in how the two are treateeleSpeer, BPL4-E-AL-01, at14-17.

In order to clarify, it is important tonderstand the distinction between the two types of reserves,
which can be summarized as follows:

1. First are the statutorily ireeMnmuned Ami ni mu
DSl Operating ResenieSupplemental) that must be provided through a
contracuial right for the Administrator to interrupt DSI load in the event of a
system disturbance. These are the on
S

y e
reserveso credit,, and their value i e r

I r
det e
2. Second are additional mwves and demand side management products that may

be made available from time to time on an

Administrator is not required to purchase from the DSIs. These are not part of the

Aval ue of r eser ves octive availdbility crdatescnapesent t hei r p

Arighto to interrupt DSI | oad, as required

the value of reserves credit. 16 U.S.@3%®e(c)(3). If and when such reserves

are needed and available, they are acquired consigtérthe methodology

established in GRSP Section II.F. on a negotiated bilateral basis. Additionally,

these additional reserves, or other produc

business needs at the time of acquisition and undergo the same rigmieusr

required of BPA commercial trading floor acquisitions. Any products acquired

from the DSIs would be compared against similar products available from other

market participants.

See, generally2014 Power Rate Schedules and General Rate Scheduisiéirs, BR14-A-
03-AP01, GRSP II.F.
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With that clarification, it appears that the JP05 position may also be predicated on a
misunderstanding of relevant statutory provisions. First, section 5(b) of the Northwest Power

Act provides t HhHaotmeiffrsdl esshalltlo pDDIviadwes a portion
reserves for firm power | oads within the regi
established that, in order to comply with this requirement, DSI contracts must provide the
Administrator with a ght to interrupt 1o er cent of the customerds tot
system disturbance. The@Oer cent of i nterruptible | oad ensu
for firm power loads is being provided in compliance with the statutory command.

As specified in the DSI contracts and the GRSPs, these reserves must be available on

10mi nut esd notice and must be made avail abl e f
no limit on the number of times those reserves may be called upon. 2014RRd@/&chedules

and General Rate Schedule Provisions,18fA-03-AP01, GRSP Il.F. Moreover, as part of its

Final Proposal, BPA plans to revise the GRSPs to restore language that had been used previously
in the GRSPs to delineate more clearly betweeninedjueserves and optional reserves that may

be purchased on a caggcase basis but that are not required.

The value of reserves credit required by section 7(c)(3) of the Northwest Power Act applies only
to the Minimum DSI Operating Reservé&upplemerdl, the operating reserves required by
statute. This result is appropriate, because the statute states that the value of reserves rate credit

shall Atake into account the value of power s
through his righs to interrupt or curtais er vi ce t o such direct servic
16U. S. C A 839e(c)(3) (emphasis added) . The Ad

curtail o established by contr ac tlOpercedt oftD&8Ir ou gh
load in the event of a system disturbance. No other rights presently exist, and therefore,
consistent with the statutory language, cannot be valued as part of the value of reserves credit.

It is true that additional opportunities mayserin the future where Alcoa may offer, or BPA

may request, additional reserves or other demand side management products. Typically these
woul d arise fas neededo a ntekm or evgrurédime badietltai si on m
might preclude condiiing a public process, especially a section 7(i) ratemaking process, in

order to obtain the benefits of such a purchase. Trying to incorporate such additional future
unknown demand side management products that may be offered by Alcoa in the value of

resrves credit is not possible; nor would it comport with sound business principles or current

agency policy. The Administrator is not required to conduct a public process if he makes short
term purchases of adcedietdiedma lBleoa érsry dtheevemdarof an A
such services. These decisions are made based on business need and have separate commercial
terms that may be tailored to meet specific criteria or serve particular purposes. That said, any
additional reserves purchased byA#o not, and shall not, result in any renegotiation of the

IP rate or the section 7(c) value of reserves credit. However, in the exercise of his business
judgment, the Administrator may bilaterally negotiate the price for any reserve products beyond

the statutorily required minimum.
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The Administrator will essentially treat any such purchases in the same manner as he would a
purchase of such products from any other purveyor of such services on the open market. There
does not appear to be any reason wbyshcustomer should be singled out for disparate

treatment by requiring a public process that would essentially make it impracticable or
impossible for the Administrator to consider making such acquisitions. Moreover, to reiterate,
making purchases inifimanner does not involve or require adjusting the IP rate or the value of
required reserves associated with the IP rate.

Finally, it i1s difficult to understand why JP
obtain additional reserves lmd those that are statutorily required on a negotiated basis in the
manner set forth at GRSP II.F. The ability to obtain such products from Alcoa consistent with

sound business principles creates a more competitive market for such services and ultimately
provides benefits to all ratepayers. It is possible that Alcoa may be able to offer these services at

a | ower price and with better consistency tha
presence in the market should benefit BPA by creatiogeroompetition, which should have the

effect of containing costs and improving the quality of such products.

BPA believes the methodology set forth in the GRSPs is sufficient to establish the business
parameters that will govern any purchases of additimmserves or demand side management
products from DSI customers that are not part of the statutory minimum quantified by the value

of reserves credit. It should be noted, in this regard, that negotiations foraraiatory

reserves and products are gowax by a price cap. BPA believes it is sound business to keep
this avenue for acquiring reserves and other
customers.

Decision

The value of reserves credit has been established in a manner that is comstbtstatutory
requirements. The possibility of acquiring additional reserves or demand side management
products from DSI customers is recognized in the GRSPs and the DSI contracts. The
methodology for making such purchases, established in GRSP #lkésrolear that any such
purchases will be negotiated in a manner that is consistent with sound business principles.

2.5.3 Demand Rate

Issue 2.5.3.1

Whether BPA should use the financing cost assumptions ebB&ked bonds for the marginal
capacity resource @sl in calculating the demand rate.

Partiesd® Positions

JP19 argues that BPA should assume private financing by a regional independent power
producer (IPP) or IOU for the costs of financing a marginal capacity resource for calculating the
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demand rate rathéinan the BPAbacked consumeswned utility financing assumption Staff
proposed. JP19 Br., BR4-B-JP1901, at 6.

BPA Staffods Position

The demand rate is calculated using cost assumptions cbBB¥ed bonds for the financing

costs of an LMS100 combustidurbine, which is the leasbst option for acquiring a marginal
capacity resource and thus the type of resource BPA would acquire if resource acquisition was
needed. Chaliest al, BP-14-E-BPA-40, at 2. This option sends the appropriate price stgnal
customers planning to develop demand response projelcts.

Evaluation of Positions

JP19 states that it is reasonable to use the LMS100 gas turbine for the marginal capacity resource
to establish the demand rate. JP19 Br-1BMB-JP1901, at 6. Howver, while JP19 agrees

with the selection of the LMS100, it states that BPA underestimates the financing costs

associated with the construction of such a unit by assuming the financing will be through BPA or

a consumeowned utility (taxexempt) financingather than through an IOU or IPRI. JP19

argues that a substantial purpose of the demand rate is to send customers a price signal regarding
the cost of capacity and thereby provide an incentive for the pursuit of resources or programs to
reduce theiexposure to the demand raté. at 6.

JP19 states that the demand rate should reflect the actual cost of capacity BPA would face in the
upcoming rate periodld. at 8. According to JP19, a rate reflecting the actual cost is consistent
with the TRM rejuirement to use the marginal capacity resource and provides the best incentive
to invest in new resources or progran. JP19 contends that using BibAcked bonds as a
financing assumption is unreasonable, because preference customers served l&yriBRA ar

likely to build capacity resources using bonds backed by BBAat 6. JP19 suggests that the

only entities likely to build capacity resources are regional IOUs that are planning to meet future
load growth, and IPPdd. Given that no preferenagistomers are projected to build any

peaking capacity, JP19 states, BPA should use the financing assumptions of a regional IPP or
IOU to determine the cost of the marginal resource used to calculate the demaid &t@.

In the BR12 ROD, the Admirstrator rejected the very arguments raised by JP19 in this
proceeding. BA2 ROD, BP12-A-02, at 116114. Using the BPAvacked financing
assumption produces a demand rate that is sufficient to induce public utilities to procure
resources and other pragns that would reduce their exposure to the demand rate. Chalier
etal., BP-14-E-BPA-40, at 3.

JP196s cont ent i ebacked financingaveutd mansemdghe &prdpriate price
signal or reflect the actual costs to BPA is misplaced. JP19 lhesesdonclusions on its
assumption that it is more likely that an IPP or IOU would construct a plant as opposed to a
consumeonwned wutility, but that is not the point.
likely that an IOU or IPP might construct awm plant is not the question. The question is what
would be a reasonable and likely option for BPA in the event it needed to acquire a capacity
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resource. AstheBR2 ROD st ated, ABPA has a | ong histor
resources from municip@UD developments. Columbia Generating Station and Cowlitz Falls

are some examples of municipal/PUD financing using BR@éked bonds. ldaho Falls and

Wauna are other examples of resources that BP
BP-12 ROD, BRP12-A-0 2 , at 112. Given BPAOGs history of
financedusingBPd acked bonds, JP196s assumption regar
construct a resource that BPA might acquire is not as supportable as JP19 implies. BPA would
contirue to look first at leastost options, which likely would involve BRBacked financing of

a consumepwned project.

It is also not a foregone conclusion that basing the demand rate calculation orbaddeA

project would not send the proper price sigr@ane aspect of the design of the demand rate is to
send a price signal to encourage resource and program development. eTlad)i&P14-E-

BPA-40, at 3. However, the demand rate cannot be totally divorced from the costs associated
wi t h B P Atrsof thecogtpui othe marginal resource. The TRM uses the fixed costs
associated with the marginal capacity resource to emulate what it might cost BPA to acquire the
capacity. The TRM provides that:

BPA will identify the marginal capacity resour@nd the annual fixed costs
associated with that resource for each Ra
resource may be based on BPAOGOs Resource Pr
capacity additions. Or it may be based on tpiadty sources, which magclude,

but are not limited to, the Energy Information Administration, EPRI Technical

Assessment Guide, the Northwest Power and Conservation Council, and

Integrated Resource Plans of the Pacific Northwest electric utilities.

TRM, BP-12-A-03, section 5.3.6

While the TRM ROD states that the objective of the Demand Charge is to pass on to customers
the actual cost of capacity, there are several options under the TRM for the identification of the
marginal resource. Tiered Rate Methodology ROD, TRWA-01,at 72. Each of the several
sources of information listed in the TRM provides information related to costs of potential
resource acquisitions by BPA. As previously noted, BPA would first look at theclestst

option, which would involve BP&acked finaning. Under the TRM, the first two sources for
identifying the capacity resource listed in the TRM are from BPA itself and include either a
forecast of a future resource acquisition cos
resource actually acquirdry BPA. Even though there are other thpatty options listed, the
implication of listing the BPA resources is that these other sources should be representative of
the potential cost to BPA.

Contrary to the i mpl i cat inaimomohe dethdhd dharge appears u me n
to be working. As WPAG notes, there are a number of pilot demand response projects being
undertaken by customers that seek t8el essen t
Salebeet al, BR14-E-WG-02, at 4. Wiile the current efforts by the various utilities are small
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pilot projects, the level of interest in these projects indicates that the price signal is providing the
necessary incentive to encourage demand response, at least at this point in time.

While anlPP/IOU financing assumption would increase the demand rate and in theory provide
additional incentive, increasing the demand rate will not necessarily result in the appropriate
price signal. Chalieet al, BP-14-E-BPA-40, at 3. BPA wants to providecentives for the
development of costffective projects. If the demand rate is higher than costs associated with
BPA acquiring the capacity resource, it could provide incentive for projects that are not the
leastcost options for the region.

In the BR12 ROD, the Administrator noted that if circumstances changed such that it was no
longer appropriate to use a Biacked financing assumption, BPA could modify its financing
assumption or use another source for the capacity resourc@2 RPD, BR12-A-02,at 114.
However, in this proceeding, JP19 has not presented any new evidence that would require a
different decision. JP19 has for the most part reiterated arguments made irlibe BP
proceeding without presenting evidence of a change in circumstaategtid warrant a

change.

It should be noted, however, that the TRM provides that the appropriate capacity resource and
the associated resource fixed costs will be determined in each 7(i) process, as will the source of
the data and the assumptions usétiiweach of the data sources. TRM,-BRA-03,

section5.3.6. As noted in the B2 ROD, if circumstances warrant a change in a future

7(i) process, BPA will consider it then. Currently there is no compelling reason to modify the
decision made in thBP-12 ROD.

Decision

BPA will use the financing cost assumptions of #R@éked bonds in calculating the demand
rate.

Issue 2.5.3.2

Whether BPA should use solely the LMS100 as the marginal resource to calculate the demand
rate or use the combination ofelitMS100 and demand response.

Partiesd Positions

WPAG argues that BPA should adopt a 50/50 marginal capacity resource approach for
calculating the demand rate that includes both demand response and LMS100 resource costs as
the marginal resources used alaulating the demand rate. WPAG Br.,-B82B-WG-01, at 49.

JP19 argues that WPAGO6s 50/50 plaBjPddsab. shoul d
JP19 contends that using demand response is inappropriate because it is not a visdai@ long
solution to capacity concerns and would mute the price signals the demand rate is designed to
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send.ld. JP19 states that WPAGOGs contention that d
based upon sound evidendd. at 5.

BPA Staffods Position

The demand ratis based on cost estimates of the LMS100 gas turbine as the marginal capacity
resource. Chaliest al, BP-14-E-BPA-4 0, at 3. Staff disagreed wi-
that the demand response projects cited by WPAG are all-soaddl, proobf-concept,

technology field test projects, not a letegm asset that would serve as a marginal capacity

addition. 1d.

Evaluation of Positions

WPAG argues that BPA should base the marginal capacity resource used in the calculation of the
demand rate on botlethand response and the LMS100 gas turbine. WPAG Bi14ER

WG-01, at 49. WPAG argues that both demand side management and combustion turbines are
serving the regiondés marginal demand, and the
calculatim of BPAOG s Id &vRaGmates that marginal capacity turbines such as the
LMS100 are highecost resources when compared to other alternatives such as demand

response, and good utility practice dictates that a utility choose thetsashargnal resource

to meet its demandd. at 50. WPAG claims that by continuing to use the LMS100 as the sole
measure of the marginal resource, BPA is overstating the demand rate and therefore is not

sending a price signal that communicates the actual coapatity to serve its customeilsl.

JP19 counters WPAGOs position, explaining tha
regionbds capaci t-lB-aP43Y at 3. JPLY EohténdsBhat.peak dgrirand will

be met by dispatchablbdérmal generating resourcdsl. JP19 also points out that the Pacific

Northwest Utilities Conference Committee (PNUCC) estimated that the region will need to

acquire 2,000 to 3,000 MW of firm peak capacity for winter and summer peak demand over the
nextlOyears.d. JP19 notes that PNUCCG6s estimate takes
from demanekide programs, and it means the region needs new generating resources to maintain

a reliable systemid. JP19 states t ha ttenPUWNHilOE:preparedsby i mat e
investorowned utilities throughout the regioid.

JP19 also argues that WPAGO6s proposal will mu
tosend.ld. at 4. JP19 states that WPRdk®édaagar oposal
option and quotes from call options that wunde

viability of demand response as a capacity resource and would not allow BPA to recover the
costs actually incurred to meet peak demaddat 4. JP1$tates that a lower rate encourages
customers to place higher demands on BPA by muting the price signal that the demand rate is
intended to send and would allow customers to avoid seeking other economical alternatives such
as demand responskl. at 5.

Staff also disagrees with WPAGO6s proposal of
programs in the region cannot fully or partially represent a true marginal capacity resource.
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Chalieret al, BP-14-E-BPA-4 0, at 5. Al so, by WwBAfG&s own adr
19 utilities cited that are undertaking demand response pilot programs are receiving or have

received grants from BPA, which distorts the true economic costs of implementing demand

response in the regiond. at 4. Demand response in theiRadNorthwest currently is limited

to smaltscale, prooof-concept, technology field test projects. at 3.

The TRM ROD states that the objective of the
the actual cost of capacity. TRM ROD, TRI2-A-01, at 76. There seems to be little dispute

over whether the LMS100 gas turbine represents the marginal resource. The question here is
whet her demand response is also a viable reso

The marginal resource must reflect the costs BPAlavtace to acquire a capacity resourteb.

BPA recognizes that demand response may serve as a utility tool or resource to assist in
managing and balancing peak loads with resources through time. BPA recognizes that demand
response is more fully develed in other parts of the country. However, at this point in time,
demand response in the Pacific Northwest has not developed to the point that it represents a
viable capacity resource that would be used to meet load growth. All of the examples of demand
response projects cited by WPAG to support its position are small pilot projects that are not
sufficiently developed to be considered assets that could serve as capacity resources to serve
future load. Consequently, demand response does not yet repinesactiial cost of capacity

that BPA would face.

BPA will continue to support efforts to develop demand response in the region and gain a market
understanding of the economic costs and benefits associated with demand response and its
impact to the regioand its customers. However, given the infancy of demand response in the
Pacific Northwest, BPA will continue to use the LMS100 as its marginal capacity resource for
calculating the demand rate for the FY 202@15 rate period.

Decision

BPA will use solg the LMS100 as the marginal resource to calculate the demand rate in the
FY 2014 2015 rate period. BPA will revisit this issue in future rate cases to ensure that the
demand rate is based upon the appropriate capacity resource.
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2.5.4 Tier 2 Load Growth Rate Billing Adjustment

Issue 2.5.4.1

Whether BPA should defer to the next rate period the collecfitihre net costs of the previously
purchased power that is no longer needed to meet the forecast loads of the Load Growth
customer pool.

Partiesd Positions

WPAG opposes the Tier 2 Load Growth Rate Billing AdjustmBiiliig Adjustment)for the

FY 2014 2015 rate periodWPAG Br., BR14-B-WG-01, at 4348. WPAG argues that Staff

has misinterpreted the spirit and letter of the TRM in its propddaht 44. WPAG argues that

BPA should collect the Billing Adjustment costs from the Load Growth rate customers in the

next rate period, once there are more customers in the pool with a billing deterridnah#7.

WPAG argues that the Billing Adjustment apprioas more consistent with the letter of the

TRM. Id. WPAG argues that BPA has not yet demonstrated how deferring the costs, under the
WPAG proposal, will cause BPA Ato set overall
aggregateée. o WAPRAVEG-0R, rat.4. WHPAG also & dries that BPA is reversing

the TRM principle that states that when accountingramdt e ma ki ng di f ferences
ratemaking principles under tWRAGBRBE., BPid | gove
R-WG-01, at5.

BPAS aff s Position

The cost of the Billing Adjustment should be allocated to the Load Growth rate customers in the
pool that have abovBHWM load between zero and 8,760 MWh on a@at@ basis, using their
aboveRHWM amounts as the allocator, in FY 2015. [@hat al, BP-14-E-BPA-17, at 9;

Chalieret al, BP-14-E-BPA-40, at 6.

Evaluation of Positions

In the BR12 rate case, BPA allocated 5 aMW of a 51 aMW power purchase completed in 2012
to the Tier 2 Load Growth rate for FY 2015. In the RHWM Processdneg the BPL4 rate

case, it was determined that in FY 2015 the Tier 2 Load Growth obligation (1.673 aMW before
real power losses) will be less than the 5 aMW of power purchased to meet the anticipated need
for the Load Growth rate pool. The TRM statesttthe unneeded portion of the purchase is to

be remarketed to other Tier 2 pools at current market rates. TRM; TZ-03, at 27. The

di fference between the remarket value and BPA
remaining purchaserin the Load Growth Poold. For FY 2015, the price for flat blocks of

power is less than the price BPA paid in 2012, resulting in a net cost that should be allocated to
the remaining Load Growth customers. Chadieal, BP-14-E-BPA-40, at 10. In @15,

however, there is only one customer, meaning the entire shortfall could be borne by that single
customer.
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WPAG and Staff agree that allocating all the shortfall cost to one customer would produce an
inequitable result. WPAG Br., BP4-B-WG-01 at 47, Chalieret al, BP-14-E-BPA-17, at8-9.

To solve this problem, WPAG argues, BPA should collect these costs from the Load Growth rate
customers in the next rate perio@( FY 20162017), once there are more customers in the pool

with a billing determiant. WPAG Br., BPL4-B-WG-01, at 47. WPAG argues that the proposal

to allocate the costs to customers that elected the Load Growth rate and hav&Abdve

loads below 8,760 MWh is inconsistent with the TRM. at 46. WPAG states that the TRM

A d o etgiveBBA the latitude to charge preference customers Tier 2 costs througt?aafeer

when they are not purchasing power under their CHWM Contract to meet&BWA/M Lo ad . 0
Id. at 45. WPAG claims that the Billing Adjustment results in the costs beimg by

customers that cannot purchase Tier 2 power and that are already paying for the limited Above
RHWM load through the Load Shaping ratd. WPAG also states that it is important to abide

by the terms of the TRMlaeventwlden ointd;r @og thletr wi
an Nemptlgatldetter . o

Staff believes that the proposal to allocate the shortfall costs to customers that have elected to
serve their AbovdRHWM Load at the Load Growth rate and currently have AHRMYWM load

less than 8,760 MWh is consistent with the TRM. Chaliexl, BP-14-E-BPA-40, at 6. The

proposal would be consistent with the TRM because it attempts to collect the unrecovered costs
from the pool of Load Growth customers on whose behalf BPA magmitbkase initially.Id.

at 8.

Allocating the shortfall to the lone member of the Tier 2 Load Growth pool is an inequitable

result; therefore, the question becomes what is the best method to allocate these stranded costs
consistent wi t hpropdsatto deRRMithese coflPtd tBONext rate period when

WPAG assumes there will be additional billing factors to spread the costs is speculative and
inconsistent with BPAOGS accounting policies a
Northwest PoweAct. SeeWPAG Br., BR14-B-WG-01, at 47; Chalieet al, BP-14-E-BPA-40,

at 9.

WPAGG6s proposal to carry these costs to the n
guarantee with any degree of certainty that there will be additional load s¢tyedLoad

Growth rate in the next rate period. Chaéenl, BP-14-E-BPA-40, at 910. BPA could again

face the same dilemma in the next rate period if the number of customers in the Load Growth

pool does not increase significantlid. at 9.

Even i one could know with some degree of certainty that there would be additional customers
to spread the cost, the proposal is at odds with the rate directives of the Northwest Power Act. A
fundamental principle under the Northwest Power Act is that BPA setisates to recover its

costs. 16J.S.C.839e(a) (1) . WPAGO6s proposal to defer

directly conflicts with this core statutory obligation. WPAG argues that BPA has not

demonstrated how deferring these costs willpreverBPA from setting i1its HfAc
Arecover costs in the the aggregate, which is

rates are sufficient to meeWPAGBSs Exs BRA4RIt ory <co
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WG-01, at 45. With the intoduction of the TRM, this prexisting measure must now be
interpreted with the TRM cost allocation pric
remain with customers that elected to purchase Tier 2 service during the time in which the costs

are ncurred. The TRM specifies that BPA must attempt to collect Tier 2 costs from Tier 2
customers before allocating the costs to othe
no guarantee that there will be customers with a Tier 2 rate billinghetart to which to

allocate these costs. BPA can guarantee only that there will be Tier 1 customers from which it
could collect these costs. The proposal therefore fails to meet the intent of the TRM that the

Tier 2 rates are set to collect their costs.

Addi tionally, BPAG6s Accounting for Regulatory
Financial Accounting Standards Board, Accounting Standards Codification 980, Regulated
Operations, requires that costs incurred must be recoverable throegforahe regulated

services or products. Chalietral, BP-14-E-BPA-40, at 9. Deferring the costs in the manner

proposed by WPAG is inconsistent with this policy. While the Accounting Policy allows for

certain costs to be deferred, it is done onsebg-case basis and is reserved for large,

unexpected, onBme expendituresld. The stranded costs associated with the Load Growth rate

do not fit these requirements. These costs are relatively small (roughly $50,000), are not
unexpected, and coulatour again in the futureld.

WPAG argues that BPAOGs rel i anWeAG®BnEx, BPi4 Accoun
R-WG-01, at 5. WPAG notes that under the TRM, accounting treatment and ratemaking

separation of cost may conflicid. WPAG stateshat when these conflicts arise, the TRM

mandates that the ratemaking principles under the TRM will govdrnWhile ratemaking
principles under the TRM may govern in certai
costs to a future rate period assng there will be additional billing determinants over which to

spread the cost is even more suspect. Because there is no guarantee that there will be Tier 2
billing determinants to pay the cost ith a fut
both the TRM and B PrAeOT®M pravides that Tiar 2 apstspsioould be v .
collected by Tier 2 ratepayers, if at all possible. With no guarantee that there will be Tier 2
customers in the next rate pkconilidsdvithiratempkamy t hes
principles under the TRM. Similarly, under the Accounting Policy, BPA cannot defer the costs
without first demonstrating that it has a matching credit to cover the costs in the future. With no
assurance that there will be atitatnal billing determinants in the future, BPA would not meet

either accounting or ratemaking standards.

WPAGOs attempt to use the Oversupply Manageme
costs is also misplaceeeeWPAG Br., BR14-B-WG-01, at 48.The Oversupply Management

Protocol costs were deferred based on the fact these costs would be allocated based on decisions

in the OS14 Oversupply rate proceeding. As previously noted, the Load Growth costs lack

certainty of recovery from potential futicustomers. Chaliet al, BP-14-E-BPA-40, at 910.

As compared to the OMP costs, these costs are not certain to be recovered in the next rate period
and therefore cannot be deferrdd. at 9.
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BPA purchased the 5 aMW of power associated with tlogfgii based upon notices provided

by customers and forecast load. Chatieal, BP-14-E-BPA-17, at 10. Now that these

customers no longer have the load to support the purchase means there is a cost associated with
the remarketed power that BPA negalsecover. Allocating these costs to the customer pool on
whose behalf BPA made the purchases in the period in which those costs are incurred is
consistent with the cost causation principles embedded in the TRM. Rather than allocating to the
lone Load Gowth customer or the Composite cost pool, this proposal strikes a balance by
allocating the costs to the pool of customers for which BPA incurred the costs.

Decision

BPA will not defer to the next rate period the collection of the net costs of theystgvio
purchased power that is no longer needed to meet the forecast loads of the Load Growth
customer pool. The BP4 Load Growth Rate Billing Adjustment will be adopted to collect the
current costs from current customers.

2.5.5 Unauthorized Increase in Demandor Slice

Issue 2.5.5.1

Whet her the definition of Slice crtsetomersodo de
determiration of the application of the Unauthorized Increase (UAI) charge for demand.

Partiesd Positions

JP17 proposes calculating the Dembai#d charge based upon the difference between the actual
SIl'ice power delivery from BPA and the Slice C
largest, final hourly feasible maximum generation amount associated with the final hourly

Delivery Request(Riht To Power) é as such terms are def
Contract . 0-14BJIP1EQL, aBr . BP

BPA Staffodéds Position

BPA Staff proposes calculating the Demand UAI charge as the difference between the actual

Slice power delivery fromBPAfaan hour and the customer ds dema
using the largest final hourly Delivery Request (Right To Power). 2014 Power Rate Schedules

and General Rate Schedule Provisions 28Y¥4 2015), BR14-E-BPA-09, at94-95. The billing

factor for Denand UAI should be calculated based on an actual requested amount rather than a
theoretical amount. Chaliet al.,BP-14-E-BPA-40, at 24.

Evaluation of Positions

The Demand UAI charge is assessed to any customer taking more power from BPA than it is
cortractually entitled to take. Chaliet al.,BP-14-E-BPA-40, at 23. The charge for Demand
UAI is based on the amount of demand during a heavy load hour that exceeds the amount of
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demand the customer is contractually entitled to ta#te JP17 propose® calculate any

Demand UAI based upon the fAfeasible maxi mum S
Slicel/ Bl ock CHWM ColdB-dPa701, at 8. JPLT thus advdBates havirlg) P

any Demand UAI calculated based on the largest hourly anactugtomer is entitled by

contract to take. On the other hand, Staff proposes calculating the Demand UAI based on the
customer 6s demand entitlement as defined by t
Chalieret al.,BP-14-E-BPA-40, at 2324.

The Slice Water Routing Simulator, described in the Slice/Block CHWM Contracts, BMhibit

is a computer model that simulates generation in the next hour, based on Slice customer requests.
For each hour, the Si mul at oourlysinuatedcRight3o a cust o
Power to energy entitlement in future hourd. at24. Thus, the computer program simulates

real FCRPS operation where the turbine discharge (generation) at one project on one hour has
downstream consequences in future holdsat 2425. The theoretical feasible maximum
generation value as proposed by JP17, if real
simulated operations for a given hour, would result in a different pattern of both future Delivery
Requests and cqgmted feasible maximum generation amoumds at 25. This different pattern

is not consistent with the continuity in time required by the sequential hourly simulation of the

Slice Water Routing Simulatoid.

Slice customers are able to schedule pam@uding capacity amounts for an hour based on

their approvedequests o BPA, which result from the Slice
proposal seeks to have a Slice customerds dem
Aal[ n] as slwoarly maximum capacityardlue up to which the Slice custameld have

submi tted or requested as a fi-WUWBUIRIAMWwW2]l v Del i
(emphasis in original). The distinction between the two proposals is whether the DéAlaad

based on what a customer might have submitted as its simulation, or on what was actually

simulated for the customer based on its request.

JP17 argues that in a meeting or meetings connected with th& Bfte case, Staff provided a

definition of camand entitlement that was based on the largest hourly maximum capacity. JP17

Br., BP-14-B-JP1701, at 12; Wrightet al, BR-14-E-JP1701, at 2. JP17 provides no evidence

to support this proposition, but instead implies that the GRSPs fail to accuraelyl ect JP170
understanding of a definition provided in an unspecified meeting. Whether such a definition was
ever provided or agreed to between BPAOGs Slic
that the Administrator in the BP2 ROD adopted GRSP that did not include the definition of

demand entitlement that was based on the largest hourly maximum capacity.

Demand UAI has evolved with the Slice product. In thel2R5RSP the Demand UAI was

stated as: AFor a Sicesxotits demantd entitlennent is ainly excedse ma n d
Slice delivered amount on the highest Slice d
2012 Power Rate Schedules and General Rate Schedule Provisi&&1@F2013), at 91. This

definition was expandeid the BR14 Initial Proposal to clarify that excess demand would be

measured for Slice using the Right To Power as calculated by the Slice Water Routing Simulator.
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2014 Power Rate Schedules and General Rate Schedule Provisid@2142015), BR14-E-
BPA-09, at 9495. This change was made possible because the Slice Water Routing Simulator
went live in October 2012, one year after the product was initialized and after the close of the
BP-12 rate case.

The Initial Proposal considered the technical im@etation of the Simulator and the
computations of a customerdés hourly Right to

A(i) the | argest, hourly amount of Slice powe
(tagged + untagged energy), minusthe largest, final hourly Delivery Request (Right To

Power) computed using the Slice Water Routing
Id.

The use of feasible maximum generation as JP17 proposes would base the determination of
Demand UAI on dheoretical measurement. However, the purpose of the Simulator is for each
customer to benefit from, or endure, the consequence of its prior simulations of FCRPS
operation. Chalieet al, BP-14-E-BPA-40, at 25. Using the theoretical feasible maximum
generation amount is inconsistent with the intended UAI design to assess a penalty for excess
amounts measured against what was taken by the customer and not against an amount the
customer might have taken.

As an additional matter, Staff noted that Demard tdeatment for Slice customers was

different from that used for Load Following customers. Chalied.,BP-14-E-BPA-40,

at25-26. In the Initial Proposal the treatment of Demand UAI for Slice customers was not based
upon a single hour comparison ahds was not on the same tibasis as the treatment of

Demand UAI used for Load Following customers. 2014 Power Rate Schedules and General
Rate Schedule Provisions (014 2015), BRP14-E-BPA-09, at94-95. Staff addressed this
difference in its rebuttakstimony and proposed an adjustment. Chatiat, BP-14-E-

BPA-40, at 2526.

In the Load Following product the excess demand is tied to the Customer System Peak (CSP)
hour for a given month. This means that the Demand UAI billing determinant acctive

same hour of the month as the CSP hour. The Initial Proposal Slice Demand UAI treatment
allowed two different hours to be used for computing any delivery excess. The JP17 proposal
also allows the use of two different hours and therefore hasrieisfirmity. SeeWright etal.,
BP-14-E-JP1701,at 4.

Staff proposed a correction for the discrepancy it found, a modification to the timing method
based on a single hour to make the timing for Slice customers the same as that for Load
Following custorers. Chalieet al, BP-14-E-BPA-40, at 2627. This approach reduces the
disparity between the tireasis for assessing a Demand UAI among preference customers
taking power service and allows the application of the Demand UAI to operate as a disincentive
for excess power actually taken.
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Decision

The revisions proposed by JP17 to the definit
describe application of the Unauthorized Increase charge for demand will not be made. Rather,
Right To Power as definday BPA Staff will be used for purposes of computing Demand UAI for

Slice customers. Additionally, the tisbhasis for determining Slice and Load Following
customerso6 demand and entitlement amounts wil
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3.0 GENERATION INPUTS AN D THE ANCILLARY AND CONTROL AREA
SERVICES RATE SCHEDULE

The purpose of the generation inputs portion of the rate proceeding is to assign certain power
costs from Power Services to Transmission Services. Manygisoad services that

Transmission Services provides to its customers require generation to supply capacity or energy.
This generation is referred to as generation inputs, and these inputs are necessary for most of the
ancillary and control area serviddst Transmission Services provides under its Open Access
Transmission Tariff.

On May 15, 2013, the Administrator signed and issued a final ROD adopting a partial settlement

of generation inputs and certain transmission ancillary and control area seateses

Admi ni stratords Record of Decision on Settlem
Transmission Ancillary and Control Area Services Rates18R-01. The ROD covers the

rates for Regulation and Frequency Response, Variable Energy Resouraengabanvice

(VERBS), Dispatchable Energy Resource Balancing Service (DERBS), Operating Reserve

Spinning and Operating Reseiiv&upplemental, Energy Imbalance and Generation Imbalance.

These rates were adopted in the Record of Decision on the Settlropasal for Generation

Inputs and Transmission Ancillary and Control Area Services Rates and therefore are not

addressed in this Final ROD.

Generation inputs also includes certain cost assignments for specific services that Transmission
Services eitherequires to maintain system reliability or offers to its customers. These

generation inputs include Synchronous Condensing, Generation Dropping, Redispatch, and

Station Service. The final Generation Inputs Study includes the quantity forecast for each

product and the methodology for allocating those costs associated with that product. The inter
business line assignment of costs also includes the segmentation of U.S. Army Corps of

Engineers and U.S. Bureau of Reclamation transmission facilities. 3égsented costs are

not a generation input, but they are a cost i
assigned to Transmission Services. No party raised issues related to these generation inputs or
inter-business line assignments in this @eding.
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4.0 TRANSMISSION TOPICS

41 Transmission Segmentation

4.1.1 Introduction

Segmentation is the process whereby BPA assig
on the types of services thdseilities provide and then assigns to each segment the investment

and historical operations and maintenance (O&M) expenses associated with the facilities in that
segment. Messinget al, BR-14-E-BPA-29, at2. The segmented investment and historical

O&M are then used to apportion the transmission revenue requirement among the various
segments for the purpose of setting rates to recover the assignedaost2:3.

For the FY 20142015 rate period, BPA Staff proposes seven segments: Generatioatloteg
Integrated Network, Southern Intertie, Eastern Intertie, Utility Delivery, Direct Service Industry
(DSI) Delivery, and Ancillary Services. Transmission Segmentation Stud$48tS-BPA-06,
at1-5; Documentation, BR4-FSBPA-06A; Messingeet al, BP-14-E-BPA-29, at3.

One aspect of Staffbdés proposal drew both stro
34.5kV bright-line threshold for separating facilities between the Integrated Network and Utility
Delivery segments. Transmission Segration Study, BR4-FS-BPA-06, at2-5; Messinger

etal., BR-14-E-BPA-29, at3-4. JP06, JP12, MSR, and Powerex oppose this proposal, while

JP03 and WPAG support it. The 343 bright-line threshold for segmentation originated in a
non-precedential sdégment of the 1996 transmission rate case and has been used since as part of
nonprecedential settlements of the subsequent transmission rate cases prior to this proceeding.

JP12 makes a counterproposal regarding what facilities should comprise thatéutédgtwork
segment.JP12 Br., BP14-B-JP1201, at 1617; Hanseet al, BR-14-E-JP1201, at 2530.

4.1.2 Transmission Segmentation Approach for the FY 2012015 Rate Period

Issue 4.1.2.1
Whet her BPA shoul d adopttorénioltealbfatities repwnEL®KVat i on

from the Integrated Network andtousdhn e Co mmi s si o n 0t® deemnewhichkFact or
facilities above that threshold should be removed from the Integrated Network

Partiesd® Positions

JP12 proposes a twsiep segmentation pragefor determining which facilities should be in the
Integrated Network segment. JP12 Br.;B#B-JP1201, at 161 7 . Under JP1206s p
segmentation, BPA would begin with the Bulk Electric System (BES) definition of 100 kV and

above, but replace thttreshold witha1l8 V- fisof t 0 t hr eshol d.-14 Or al
B-JP1201, at16-17. Facilities that do not meet the BES definition would not be included in the
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|l ntegrated Network segment. BPA woultadthet hen a
remaining facilities to eliminate any that serve a distribulike purpose.ld. at16. According

to JP1206s analysis, this proposal would resul
investment and $24 million of O&M from the Integrated Netkvsegment.ld. at7.

JP12 also argues that BPA incorrect-Voljagest at ed
facilities that serve Seattle City Light even though they serve the same function asdtage

facilities that JP12 would excluddP12 Br. Ex., BR4-R-JP1201, at 5. JP12 asserts that these
facilities serve an integrated transmission functitzh.

Powerex argues that BPA should adopt JP120s s
consistent with cost causation and the conceptof i nt egr ated networ k t hat
Powerex Br., BPL4-B-PX-01, at23-24. Powerex requests that BPA analyze the customer rate

i mpacts of JiiRa24@s Paverexpsuggeats that the facilities that are removed

from the Integratetletwork segment could be assigned to the Utility Delivery segment,

assigned to a new segment, or directly assigned to the customers using the individual facilities.

Id. at24. Powerex suggests that BPA could use transmission reserves or phase in the rate

i mpacts over a number of rate periodddto mit.
at25.

JP0O3 and WPAG strongly oppose JP1206s proposal
it:
T JP1206s proposal I S 1 nc oseiemiofswrat nt wi th BPAOS

electrification and providing for the most widespread use of Federal power.
JPO3Br., BP-14-B-JP0301, at4-9; WPAG Br., BR14-B-WG-01, at5-10.

T JP1206s proposal I's inconsistent with BPAOGS
BP-14-B-JP0301, at10-13; WPAG Br., BP14-B-WG-01, at12-13.

T The Commi ssionds Seven Factor Test does no
nortjurisdictional entity that provides only wholesale transmission service.
JPO03Br., BP-14-B-JP0301, at15-16; WPAG Br., BP14-B-WG-01, at14-15.

1 The BES definition applies to system reliability and has no application to BPA
ratemaking. JP03 Br., BP4-B-JP0301, at16-17; WPAG Br., BP14-B-WG-01,
at16.

T The facilities that JP126slkeanactugllgi s det er m
transmission facilities. JP03 Br., BR-B-JP0301, at 1719.

BPA Staffos Position

Staff proposes using a 34&Y bright-line threshold for separating facilities between the
Integrated Network and Utility Delivery segments. Transmission Segmentation BRudi;
FSBPA-06, at2-5; Messingeetal., BR-14-E-BPA-29, at3-4. Staff raises several concerns
regarding JP126és proposal
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T JP1206s proposal I's i nconsistent with BPAOGS
promotion of the most widespread use of electower in the Pacific Northwest.
Blivenet al, BP-14-E-BPA-4 2, at 20. JP126s proposal i s
BPAGs | ongstanding uniform rates policy, w
widespread use of electric powed.

1 Many of the facilities that JP12gues perform a distributielike function are
transmission facilitiesld. at20-27, 33.

1 JP12 focuses on Factors 1, 2, 3, 5, and 7 of the Seven Factor Test in its analysis of
B P A6 s -vbltage &acilities. It does not analyze Factor 4 (when powerseater
local distribution system, it is not reconsigned or transported on to some other
market) and Factor 6 (meters are based at transmission/local distribution
interface). Analysis of factors 4 and 6 indicates that facilities JP12 would exclude
from the Néwork segment predominantly serve a transmission functabn.
at31.

1 The BES definition generally relates to the reliability of highaltage facilities
to ensure interconnected security of the gtdl.at41-44. It has not been used
for ratemaking prposes.|d.

1 Although Commission policy preferring rolling the costs of facilities into network
rates is not binding on BPA, JP1206s propos
facilities from the Integrated Network segment is likely not consistent with that
policy. Id. at49-52.

T JP126s proposal could undermine BPAOGs abil
facilities based on engineering and financial considerations designed to lead to the
maximum efficiency and costffectiveness of the gridd. at26-27, $3-54.

T JP126s analysis contains errors and data g
before JP1206s pr o uabal could be adopted.

T JP126s proposal would I ikely increase the
delivery (PODs) subject to the GTA Deery Charge.ld. at55 (citing Yokota
and Miller, BR14-E-BPA-41, atsection 5).

Evaluation of Positions

JP1206s alternative segmentation addresses onl
segment . JP126s s egmen tdadgmove approxbmatelye$dtilion i t s a
of investment and $24 million of historical O
segment. JP12 Br., BR4-B-JP1201, at7. While there is no analysis in the record detailing the

rate impact to customers, custens taking delivery of power at lower voltages (34.315kV)

would likely bear the brunt of any rate increases due to removing these facilities from the

Integrated Network segment. JP12 does not indicate the segment into which it would place the
facilities that do not pass its functional test, but Powerex provides three possibilities: roll them

into the Utility Delivery segment, create a new segment, or directly assign them to the customers
using them. Powerex Br., BR+-B-PX-01, at24. There was naufficient time in this

proceeding for Staff or other parties to analyze these possibilities, their viability, or their rate

impacts.
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Staff, JP0O3, and WPAG also raise serious ques
consistent with the most widespreuse requirement set forth in section 6 of the Bonneville

Project Act and section 9 of the Transmission System Act. Bévah, BP-14-E-BPA-42,

at20; JPO3 Br., BR4-B-JP0301, at12-13; WPAG Br., BP14-B-WG-01, at5-1 O . JP120ds
proposal would liket allocate more costs to smaller, more rural customers than is currently the

case. Therefore, the proposal raises concerns that are difficult to address without further analysis
and discussion in the region to determine if it is consistent with the nubespread use

requirement.

JP1206s proposal also raises serious questions
rates policy. BPA is not required to adopt uniform rates, but it has done so for the most part
throughout its history. Bliveat al, BP-14-E-BPA-42, at11-13; JP03 Br., BA4-B-JP0301,

at10-13; WPAG Br., BP14-B-WG-01, at5-10. While BPA has discretion regarding the form of

rates it may adopt, section 6 of the Bonneville Project Act and section 9 of the Transmission

System Actrequire hat BPAOGSs rates promote the most wid
Nort hwest. There is no evidence in the recor
most widespread use of power.

JP12 focuses its analysis on Factors 1, 2, 3, 5 ahthiiseret al, BP-14-E-JP1201, at 3033.

JP12 does not analyze Factor 4 (when power enters a local distribution system, it is not
reconsigned or transported on to some other market) and Baobaters are based at
transmission/local distribution intexfc e ) . Anal ysis of factors 4 ar
lower-voltage (34.5 to 11kV) facilities predominantly serve a transmission function. Blieen

al., BP-14-E-BPA-42, at31. While the Seven Factor Test allows for the weighing of the factors

in dekermining whether a facility serves a transmission or distribution function, the record
demonstrates that a full and thorough analysis of all the factors is needed before this type of
functional approach is adopted for segmentation. Hassdr, BP-14-E-JP1201, at 32; Bliven

et al.,BP-14-E-BPA-42, at 31. Moreover, such a review would also resolve the errors and data
gaps i dentified i stal)BP1L2EBPA4R B3 ySi s . Bl i ven

Staff and JPO0O3 di sput e JWwllagedasilitieseotled intothen at i on t
Network serve a distributielike function. Id. at20-27, 33; JP03 Br., BR4-B-JP0301, at 4,
17-19. This dispute is addressed in Is§uie3.4, below.

JP12 does not exclude from the Integrated Network higblésige fadities that perform

functions similar to those performed by the lowettage facilities that it excludes from the

Integrated Network segment. Blivehal, BP-14-E-BPA-42, at25-26. Assuming that BPA

were to adopt JP1206s iptr osphoosueldd fhbuen catp polniael d atnoa | e
transmission facilities, because there are higlodtage facilities that effectively serve the same

function as the lowevoltage facilities that JP12 proposes to exclude. The 230 kV facilities

serving Seattle @ Light are one such examplé&.
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JP12 asserts that these are highiage facilities that serve an integrated transmission function.
JP12 Br. Ex., BR4-R-JP1201, at 5. In fact, however, these facilities function similarly to the
lower-voltage faciities in question; that is, they deliver power to a single BPA customer. Bliven
et al, BP-14-E-BPA-42, at25-26.

JP126s proposal would Iikely increase the
GTA Delivery Charge, which is also a concefsee id at55 (citing Yokota and Miller, BR.4-
E-BPA-41, atsection 5). The GTA Delivery Charge is a charge for deliveries of Federal power
made over a thirgharty transmission system at voltages below 8¥.5 Miller and Yokota,
BP-14-E-BPA-20, at2. Urder the Agreement Regarding Transfer Service (ARTS), BPA
committed to acquire and pay for the transmission of Federal power to customers served by
transfer over noiBPA facilities for a period of 20 years. Yokota and Miller-BRPE-BPA-41,

at7. As parbpf this agreement, BPA also committed to initially propose to roll in the costs of
these transfer acquisitions to the PF rdte. BPA is obligated to roll into the PF rate only the
costs of acquiring Transfer Service over tyy@eof facilities that Tansmission Services includes

in its Integrated Network segmeritd. A change in segmentation, such as JP12 proposed, would
likely trigger GTA cost shifts. Thus, further analysis on GTA impacts would need to be
performed before adopting JP126s proposal

Decision

m

JP120s segmentation pr opos ail20l5raté deriod.ot be adop

Issue 4.1.2.2

Whet her BPA should adopt Staff o&Vhbsighgmment at i on

threshold, for transmission segmentation.

Partieignd Posit

As described in more detail in section 4.1.3 below, JP06, JP12, Powerex, and MSR generally
oppose the 34.kV brightline threshold, while JP03 and WPAG support it. The opposing
parties argue that the threshold:

(1) does not comply with equitable staallocation requirements;

(2) does not comply with general cost causation principles;

(3) does not comply with the Integrated Network segment definition;

(4) is not supported by any analysis;

(5) inappropriately relies on the ngmmecedential settlement the 1996 rate case;

6)i s inconsistent with BPAOGS Average System

(7) is inconsistent with statements made by BPA in other forums.

In addition to opposing the 34k¥ bright-line threshold, JP0O6 contends that BPA could restore

thef or mer Fringe-tgegmamts sasona fMmwsewment for whi
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use such facilities are charged, regardless of whether those facilities are used to transmit Federal
or nontFederal power. JP06 Br., BR-B-JP0601, at6.

JPO06, JP2, and Powerex argue that the record does not include substantial evidence to support
BPA Staffds segment at i-04R-IJPO6OL,mt2sJR12 Br., BRA-B-06 Br .
JP1201, at 67; JP12 Br. Ex., BR4-R-JP1201, at 1; Powerex Br. Ex., BR4-R-PX-01, at 2,

7-9 . JPO6 also asserts that the record does ni¢
segmentation proposal. JP06 Br. Ex.; BPR-JP0601, at 2.

Powerex argues that the Draft RODRtiomahalysiessed t
only by comparing the analysis to that performed in prior rate cases. Powerex Br.-E4-RBP

PX-01, at 56 . Therefore, Powerex claims, the Draft
arguments.ld. at 6.

JP12 and Powerex state thatifBRAlopt s St aff dés proposal for thi
preclude the use of a functional analysis in the future and should establish a series of workshops

and technical conferences to discuss the applicability of such analysis and possible cest recov
methods. JP12 Br., BP4-B-JP1201, at24-25; Powerex Br., BA4-B-PX-01, at24. JP12 and

Powerex ask that the Administrator establish a specific framework in the ROD to ensure that this
work achieves meaningful results. JP12 Br. Ex;1BHR-JP1201, at 89; Powerex Br. Ex.,
BP-14-R-PX-01, at 20. JP12 makes several recommendations regarding the timing, scope, BPA
Staff involvement, external participation, and overall objective that the Administrator should

adopt in the ROD to guide the discussiodB12 Br. Ex., BRL4-R-JP1201 at 89. Powerex
supports JP1206s r ecommeld&&X-0l,an20. Powerex Br.

MSR suggests that BPA adopt Staffés proposal
segmentation analysis after the rate proceedsinggla functional approach similar to that

proposed by JP12. MSR Br., B2-B-MS-01, at10-11; MSR Br. Ex., BPL4-R-MS-01, at 3;

Arthur, BR14-E-MS-01, at35.

JPO06 also supports engaging the region regarding segmentation before the next rate proceeding.
JPO6 Br. Ex., BR4-R-JP0601, at 1.

JP03 and WPAG strongly oppose having these discussions. JP03 Br. H4-RBAP0301,

at1-8; WPAG Br. Ex., BP14-R-WG-01, at 68. They assert that this issue is being fully

litigated in this case and that BPA hestablished a sound segmentation policy for this rate

period that is unlikely to change in future rate periods. JP03 Br. EXL4BRIP0301, atl-8;

WPAG Br. Ex., BP14-R-WG-01, at 68. If BPA does conduct discussions, they assert that the
threshold gastion for analyzing any segmentation proposal should be whether it encourages the
widest possible diversified use of power. JP03 Br. Ex:1BR-JP0301, at1-8; WPAG Br.

Ex., BR14-R-WG-01, at 68. JP03 asserts that parties that propose a changété BP
segmentation policy should provide their own support and analyses rather than have BPA repeat
the same policy and technical debate that occurred in this rate case. JP03 Br-I&®R-BP

JP0301, at7-8.
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Powerex takes issue with the statement in tfetIROD that there was not sufficient time in this

rate case to analyze JPI1ARPX-Qlrad? (cistng BR14 Power e
A-02, at 73). Powerex notes that Snohomish an
segmentation in preate casevorkshops and BPA Staff chose not to address tHdm.

BPA Staffds Position

BPA Staff proposes seven segmén@Generation Integration, Integrated Network, Southern
Intertie, Eastern Intertie, Utility Delivery, Direct Service Industry (DSI) Delivery,Aamcillary
Service$ for the FY 20142015 rate period. Transmission Segmentation StudyiBPS
BPA-06, atl1-5; Documentation, BR4-FS-BPA-06A; Messingeetal., BP-14-E-BPA-29, at3.
Staff és pr op okVatightiine threshalddosdistangald betwéen facilities in the
Integrated Network and Utility Delivery segments. Messimgat., BP-14-E-BPA-29, at3.
This segmentation proposal equitably allocates costs between Federal dretiecal uses.
Bliven etal., BP-14-E-BPA-42, at 39.

BPASt aff addressed BPAOGsSs uniform rate policy i
etal., BR-14-E-BPA-42, at 420. Staff described the historical basis and express statutory

allowance for uniform rates, the application of the uniform rate pdiayb ugh ou t-yedB PAG6 s 7
history, with exceptions, and its application to transmission rates today.

Staff believes that there was not sufficient
proposal for this rate periodd. at56. Should thé\dministrator determine to further consider
JP126s proposal, Staff recommends that he giyv

formulating a cost recovery mechanisid.

Evaluation of Positions

Section 4.1.3 below addresses and analymegstsues raised in this proceeding regarding the
34.5kV bright-line threshold. The conclusions in section 4.1.3 are that the threshold:

(1) complies with equitable cost allocation requiremesgéeicsued.1.3.1);

(2) complies with general cost causatiprinciples $eelssue4.1.3.2);

i s consistent with BPAOssetlssueqglsdi3)andi ng uni f
(4) complies with the segment definitioseglssued.1.3.4);

(5) is supported by analysisdelssue4.1.3.5);

(6) does not rely on theom-precedential settlement of the 1996 rate casel¢sue4.1.3.6);

()i s consistent with BPAOs deelssuedlgde/),&g st em Co
(8) is consistent with statements made by BPA in other forgermgsue4.1.3.8).

While BPA is notrequired to implement uniform rates, section 6 of the Bonneville Project Act

and section 10 of the Transmission System Act expressly provide that BPA may adopt uniform
rates as a means of complying with tfthe fAmost
Bonneville Project Act and section 9 of the Transmission System Act.
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JPO606s argument that the record does not incl

segmentation proposal, part isaudinguniforpnatest af f 6s r
policy, o0 is incorrect. Staff provided an exh
policy, i1ts origins, statutory basis, and app
exceptions to the policySeeBliven et al., BR-14-E-BPA-42, & 4-20. Issue 4.1.3.3 below

addresses BPAG6Gs uniform rate policy in more d

JP06 contends that Fringe facilities could be restored as a separate segment regardless of whether
those facilities are used to transmit Federal orfRreteral power, sincéey serve a subset of

customers. JPO6 Br., BRI-B-JP0601, at 6. However, JP06 offers no basis on which to make
such a decision other than that these facilit
1996. Adding this segment would resulsibo me of BPAOGS customers payi
(one rate for the Network and another rate fo
power supplieprior to 1997, without any regard to the sources of power the customer uses

today. As descrilikin Issue 4.1.3.1 below, beginning in 1996 preference customers executed
transmission service agreements under BPAOGs t
system to their load centers. They can transmit Federal arRBet®mal power under thes

agreements. The distinction that the Fringe segment was premised on is no longer relevant.

As explained in Issue 4.1.2.1 above, the parties that oppose the Staff proposal raise policy
alternatives that require further analysis regarding impacts toroass. The record in this case
(seesectiod . 1. 3 bel ow) demonstrates that Staffods p
requirements and policy goal s. There are man
where ideas have been raised butfally developed in a rate proceeding, and subsequent
consultations have been held for further review after the conclusion of the proceeding.

Segmentation is one such issue that will benefit from further consideration outside the confines

of a rate prooeding.

Powerex argues that the Draft ROD did not add
perform a sufficient analysis to justify the 34¥8 bright-line threshold for segmentation.

Powerex Br. Ex., BA4-R-PX-01, at 56. In fact, several séions of the Draft ROD (and this

Final ROD) specifically address the partieso
explain why it is a reasonable approach for distinguishing between Integrated Network and

Utility Delivery segment facilities on BR0 s s \5eeke.g, issues 4.1.3.2,4.1.3.4, 4.1.3.5,

and 4.1.3.6.

Powerex argues that there was sufficient ti me
BPA erred in not doing so. Powerex Br. Ex.-BRR-PX-01, at 78 (citing BR14-A-02, at73).
JP126s alternative segmentation approach cont
during the rate proceeding. Because there is a significant amount of controversy regarding
JP126s proposal, as evi de naff,dRD3, bngd WPAGea posi ti on
significant amount of analysis and regional discussion concerning it is needed outside of the
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confines of a rate proceeding. This is, in part, the reason BPA will begin regional discussions
regarding segmentation shortly after tage proceeding concludes.

Decision

The 34.%V brightl i ne t hreshold meets BPAOGS statutory |
be adopted for segmenting the transmission system for tR@F2015 rate period.This

decision is based on an assessneénihe evidence and the law. The substantial evidence test

raised by JP06, JP12, and Powerex applies to appellate review and, therefore, is not explicitly
addressed in this decision. See section 1.3.3 for further discussion.

This decision does not pilade the use of an alternative segmentation in the future. Before the
next rate proceeding BPA will engage the region regarding segmentation policy. Staff and
interested stakeholders should work together at the outset of these discussions to identify the
framework and agenda for these discussions.

4.1.3 Issues Regarding the 34.5V Bright -Line Threshold

Issue 4.1.3.1

Whether a 34.%V brightline threshold complies with equitable cost allocation under
section7(a)(2)(C) of the Northwest Power Act, W6S.C. §8839¢e(a)(2)(C), and section 10 of the
Transmission System Act, W6S.C. 8838h.

Partiesd Positions

JPO06, JP12, and Powerex argue that the 34 Bright-line thresholdviolates section 7(a)(2)(C)

of the Northwest Power Act and section 10 of the TrarsonisSystem Act, which require BPA

to equitably allocate transmission costs between Federal arigedienal power utilizing the
transmission system. JPO06 Br.,-B82B-JP0601, at13-15; JP12 Br., BA4-B-JP1201,

at10-11; Powerex Br., BR4-B-PX-01, at22-23. Their argument is premised on the notion that

t he equitable allocation requirement is met b
general cost causation principles. JP12 Br-1BMB-JP1201, at10-11; Powerex Br., BR4-B-

PX-01, at22-23; Powerex Br. Ex., BR4-R-PX-01, at 11; Oral Tr. 287. JP12 and Powerex

argue that the 346V bright-line threshold is not equitable because it violates general cost
causation principles and does not create a level playing field between Federmah&edieral

power. JP12 Br., BR4-B-JP1201, atl0-11; Powerex Br., BR4-B-PX-01, at22-23; Powerex

Br. Ex., BR14-R-PX-01, at 1112. According to JP12 and Powerex, the 34/Sright-line

threshold requires network customers to inappropriately subsatlier customers, because

facilities used by only a subset of customers will be rolled into the Integrated Network segment.
JP12 Br., BP14-B-JP1201, at10-11; Powerex Br., BA4-B-PX-01, at22-23; Powerex Br. EX.,
BP-14-R-PX-01, at 1112. Powerex alsoites Staff testimony prepared in the 1985 rate case as
evidence that in the past BPA has equated the equitable allocation requirement with general cost
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causation principles for purposes of segmentation. Powerex BL4BPPX-01, at22 (citing
Revitch,WP-85-E-BPA-27, atl6).

Powerex asserts that it is incorrect to concl
allocation because all transmission customers pay the same rate for transmission service.

Powerex Br. Ex., BA4-R-PX-01,at11l. P@er ex contends that i-f cust
situatedo it is inequitable ftdoatlhEke t hem pay

Powerex also argues that the Administrator impermissibly recasts the statutory requirement for
equitable allocatioto focus on the allocation of costs between Federal andrederal power

utilizing the system rather than on the fact that BPA failed to do any substantive analysis of

whether the facilities included in the Integrated Network segment perform an integrated

systemwide transmission functionld. at 12. Powerex contends that shifting the focus in this
manner does not meet BIPAG6sSs statutory obligatd.i

JPO06 argues that the 34«¥% bright-line threshold does not meet the equitable allocation
requiremenbecause it inappropriately rolls former Fringe segment facilities into the Integrated
Network. JP06 Br., BR4-B-JP0601, atl5. JPO06 states that the Fringe facilities were used
exclusively to deliver power to preference power customers prior to 1@96oatinue to serve

only preference power customers, so they should not be rolled into the Integrated Network
segment for this rate periodd. JP06 asserts that the costs of these facilities should be allocated
t o a s eparaantsemi iisssu bo.nPowesex apsares more generally that because rates
are artificially lowered for Federal power customers whenrintegrated facilities are rolled into

the Integrated Network, Federal power is advantaged oveFederal power. Powerex Br.,
BP-14-B-PX-01, at23.

JP03 and WPAG argue that the 3\5bright-line threshold meets the equitable allocation
requirement. JP03 Br., BR4+-B-JP0301, at13-14; WPAG Br., BP14-B-WG-01, at11-13.

WPAG asserts that compliance with this requirement is met aaB§A can show that its

rates do not favor either Federal or fieederal power using the transmission system.

WPAG Br., BR-14-B-WG-01, atl1l. JP03 and WPAG assert that the use of a uniform rate for all
customers demonstrates that BPA meets this reqeimendP03 Br., BR4-B-JP0301, at13-14;
WPAG Br., BR14-B-WG-01, atl13.

JP03 and WPAG note that traditional preference power customers have been diversifying their
portfolio of resources since 1996 to include more-Rederal generation. JP03 Br.,-B&B-
JP0301, at14; WPAG Br., BP14-B-WG-01, at11-12. A key policy driver of the Regional
Dialogue contracts is to encourage preference customers to secure mbeslamal power to

serve their loadsld. As a result, the loweroltage facilities usetb serve these customers no
longer deliver only Federal poweld.

MSR disagrees with BPA6s statement in the Dra
pay the same rate there are no issues of comparability or fairness. MSR Br.-E%-RBP
MS-01, at 5 (citing BP14-A-02, at 78, 80 (MSR6s citation to |
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MSR contends that while transmission customers may pay the same rate, those rates apply to
different servicesld. Unless both NT and PTP customers have the same tnd conditions
of service, MSR argues, the rates are not the séagine.

BPA Staffds Position

All transmission customers pay the same rates for the same service, so neither Federal nor
non-Federal power is advantaged. Bliveral, BR14-E-BPA-42, at39. Moreover, public

power customers that traditionally have used lewstage transmission facilities to receive

Federal power to serve their loads began diversifying their power supplies in 1996 to include
nonFederal generationd. Today, 73 of 13 preference power customers are taking some

amount of norFederal powerld. at4 O . Staff ods apeeényos3dd&V shows t h
points of delivery (PODs), 6@ercent of 5669 kV PODs, and 8percent of 100015kV PODs

are used for nofrederal powedeliveries. Id.

Evaluation of Positions

Section 7(a)(2)(C) of the Northwest Power Act and section 10 of the Transmission System Act
require BPA to equitably allocate the costs of the Federal transmission system between Federal

and norFederal power uizing the system. Section 7(a)(2)(C) requires the Commission to find
that BPAOGOs transmission rates meet this requi
whet her costs are equitably all ocatedaplyt he Co
allocated when its ratesetting follows common utility practices and reesdfssnable results

United St at ed Bdmepl@ Power Admm3Od-ERLCY] 61,078, &1206, 61209

(1987).

Use of the transmission system has changed sigrifycsince the time when only preference

power customers used loweoltage facilities for the delivery of Federal power. Prior to 1996,
BPAG6s sole criterion for distinguishing betwe
deemed source of powesing the facilities, not the functional or operational characteristics of

the facilities. Bliveret al., BR14-E-BPA-42, atl5. BPA segmented facilities that delivered

only Federal power to the Fringe segment and included the costs of such faaifibeger rates.

Id. at15-17; see als@lP03 Br., BP14-B-JP0301, at13-14, and WPAG Br., BR4-B-WG-01,

atll-1 2 . For all intents and purposes, BPA held
transmit power to pr ef er efeneoce custamers reliecalmeosd | oads
exclusively on Federal power to serve their loads. Bletex., BP-14-E-BPA-42, at15-16.

Some preference customers used-Rederal resources to serve their loads. Facilities used to

transmit power for these customarsre included in the Integrated Network rather than the

Fringe, and those customers were charged network wheeling rates for thiak use.

In 1996, BPA unbundled its power and transmission rates and began delivering Federal power at

the Federal busbatd. Preference customers were required to secure transmission service under
BPAG6s open access tarif fld tAmincteasiagnanmberof power t o
preference customers began purchasingfexdteral power to serve their loadd.; JP03 B.,
BP-14-B-JP0301, atl4; WPAG Br., BP14-B-WG-01, at11-1 2 . BPAGs Tiered Raf
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Methodology and Regional Dialogue contracts continue this trend by encouraging preference
customers to secure more ABaderal power to serve portions of their loads. Bleeal,
BP-14-E-BPA-42, at40-41; JP0O3 Br., BA4-B-JP0301, at13-14; WPAG Br., BP14-B-WG-01,

atll-1 2 . Staffés analysis shows that 73 of 133
amount of norFederal power today, and &rcent of 34.%V PODs,67 percent of 5069 kV

PODs, and 8percent of 100115kV PODs are currently used for néederal power deliveries.

Bliven et al, BP-14-E-BPA-42, at40.

Staff explained how segmentation plays a role in equitable allocation:

Before 1996, it played an portant role. Transmission costs assigned to Federal
power were recovered in bundled power rates. Transmission costs assigned to
non-Federal power were recovered through transmission rates. Thus, Federal and
nonFederal power paid different rates, ahdvas important to ensure equitable
allocation through segmentation and allocation.

As we described earlier, beginning in 1996, conditions in the electric utility
industry changed. Unbundled power rates, open access transmission, and
comparability resuéid from national policies intended to ensure that transmission
providers charged other users of their systems the same rates they charged
themselves. BPA implemented this policy by removing transmission costs from
power rates, signing open access transiois contracts with power customers,

and charging all users the same rates for transmission service.

With these changes, the focus of segmentation changed from identifying the
Network segment based on facilities that were used by both Federal and
nonFedeal power to a Network segment based on the facilities necessary to
provide transmission service to all customers.

Id. at39. Thus, segmentation that classifies (or segments) facilities based on Federal and
nonFederal uses to ensure equitable allocator longer appropriate and therefore is not used
today.

JP06 mischaracterizes how BPA determined which facilities were included in the Fringe segment
by stating that this determination was based on the type of customer (preference or non
preference) sged by those facilitiesSeeJP06 Br., BPL4-B-JP0601, atl5. While it is true

that preference power customers used the Fringe to transmit Federal power prior to 1996, the
determination of which facilities were segmented to the Fringe was not bateztgpe of

customer; rather, it was based on the power transmitted over those facilities being deemed to
have been sourced at a Federal generator. Prior to 1996, if a preference customer was wheeling
nonFederal power, the facilities used by that custowere included in the Network segment.

For example, the 69 kV lines serving the City of MillBreewater, a preference customer, were
segmented to the Network segment before 1996 because they were used, as they are today, to

wheel norFederal power from he Pri est Rapids and Wanapum pr c
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Bliven et al, BP-14-E-BPA-42, at36-37. Therefore, JPO6 is incorrect in focusing on the type of
customer.

JPO06 argues that the number of customers using a facility was a determirondoia€tinge
designation and that each facility in the Fringe was built for the benefit of one or a handful of
BPAGsS cust ome 114B-JP0601Padl%, 19B This js al®correct. The number of
customers served from the facilities was nai@dr in designating Fringe facilities. The

Network facilities connecting Miltofrreewater serve only MilteRreewater and one other
customer. Despite this, the facilities were designated as Network facilities based on their use to
wheel norFederal powe

Thus, if the Fringe segment had been removed prior to 1996, the facilities constituting the Fringe
segment would likely have been consolidated into a segment that closely resembles the
Integrated Network segment proposed in this case. In additite, driterion for segmenting

facilities to the Fringe was applied to today
in the Fringe segment would now be in the Integrated Network segment, because the customers
using these facilities are wheajimonF e d e r a | power over them. Ther

that BPA should continue distinguishing between Fringe and Network is unavailing.

The statutory requirement is to equitably allocate between Federal aifriebderal power using

the transmissionyss t e m. The premise of JP0O606s argument
were used exclusively to deliver power to preference power customers, they should not be rolled

into the Integrated NetworkSeeJPO06 Br., BPL4-B-JP0601, atl5. JPO6 focusesdhe

customer using the system, not the source of power. The statutory requirement is not to

equitably allocate between preference andm@ference customers; it is to equitably allocate

between Federal and némederal uses.

Allocating between Federahd norF e d e r a | uses also comports wit]
discretion under section 10 of the Transmission System Act. Under that section, the

Admini stratorés transmission rates may provid
prescribed transission areas. All users may pay the uniform rate, but how much they pay in

total depends on their amount of use. If Federal use is greater, Federal use will recover more of

the costs of the transmission system; if Federal use is less, it will recaelgs same holds

for nonFederal use. That is the ultimate test of equitable allocation.

JP12 and Powerex equate BPAG6s equitable alloc
principles. JP12 Br., BR4-B-JP1201, at10-11; Powerex Br., BR4-B-PX-01, at22-23;

Oral Tr. 287. The requirement is not so broad as to encompass all questions of cost causation,
however. Rather, the requirement relates specifically to the allocation of costs between Federal

and nonrFederal power. 168.S.C. 88339(a)(2JC) and 838h.Powerex argues that the

Administrator improperly focused his evaluation on the equitable allocation of costs between

Federal and nofederal power utilizing the system rather than on the fact that BPA failed to do

any substantive analysis whether the facilities included in the Integrated Network segment

perform an integrated, systemwide, transmission function. Powerex Br. EX4-BAPX-01,
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at12. The equitable allocation of costs between Federal an&euagral power utilizing the
sysemis the statutory requirement. If the rates achieve equitable allocation, the statutory test is
satisfied. Therefore, it is appropriate to focus on that standard.

Powerex cites BPA Staff testimony prepared in the 1985 rate case as evidence thasBPA h

previously equated equitable allocation requirements with general cost causation principles for
purposes of segmentation. Powerex Br;1BFB-PX-01, at22 (citing Revitch, WFB5-E-

BPA-27,atl 6 ) . Responding to a gue ServiceoAmalyais ki ng wh e
(COSA) performed in the 1985 case equitably allocates costs between Federal-Baderah

users, Staff said that:

The segmentation process used in the COSA demonstrates an intent to identify the
various parts of the FCRTS so that custormiasses are charged only for portions

of the system that are used to serve their loads. The allocation process
demonstrates an intent to charge customer classes only for their use of individual
FCRTS segments in relation to total use of a segmentméhsurement of use of

the system reflects cost causation, and such measurement of use is applied
consistently to all customers, both Federal andFedteral, who use the various
segments of the FCRTS.

Revitch, WR85-E-BPA-27, atl6. This testimony frorthe 1985 rate case established that

charging transmission users for the segments of the transmission system they were using reflects
both cost causation and equitable allocation of transmission costs between Federal and
nonFederal power using the systefhis is still true today: transmission customers continue to

be charged for only the segments of the transmission system they use. The only difference today
is with the facilities that comprise the Integrated Network segment. In 1985, many, but not all,

of the facilities that JP12 and Powerex contend should be excluded from the Integrated Network
segment were in the Fringe segment. However,
identifies as local distribution were in the Integrated Netwogksant in 1985, including, for

example, the 68V facilities serving the City of Miltori-reewater described above. Bliven

etal., BP-14-E-BPA-42, at36-37. Thus, the functional criteria for segmentation that Powerex
argues for now were not the criteriaedsn 1985.

As to Powerexob6s assertion that customers are
both integrated and nentegrated facilities and other customers use only integrated facilities,

there is no evidence in the record that some owste use only integrated facilities while others

use a combination of integrated and +otegrated facilities.

MSR misinterprets the Draft RODOG6s statement w
rate for service SeeMSR Br. Ex., BR14-R-MS-01,at 5. As set forth above, BPA stated that

customers taking and paying for transmission service pay the same rate regardless of whether the
generation is sourced from a Federal or-Rederal generation sourc8ee alsdliven et al,
BP-14-E-BPA-42 (diswssing how rates were different for Federal andrederal power

deliveries prior to 1996 and how that changed in the 1996 rate case). That does not mean that
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NT and PTP customers pay the same rate for transmission. Section 4 of the Transmission Rates
Study, BR14-FSBPA-07, addresses how costs are allocated and rates set for PTP and NT
customers using the Integrated Network segment.

The primary question is whether, by including loweitage facilities (34.%V1 115kV), the
brightline threshold resudtin equitable allocation of transmission costs between Federal and
nonFeder al power using BPAG6s transmission sSsyst ¢
longer to allocate costs separately between Federal arBEautamal power using its system;
rather, t would offer all transmission customers a choice of open access transmission service,
and customers would pay the same rate regardless of the source of the power. TFheedright
threshold supports this paradigm by including in the Network segmentcihigefanecessary to
provide open access service to all customers at the same rates. eBaVeBP-14-E-BPA-42,

at19, 24, 36, 37, 39. The threshold does not advantage either FederalFedaral power and,

in fact, creates a level playing fielétveen both forms of power competing for new loads using
BPAGs trans mi s satah,BP-BHE-BRAelmat40-41Bl i ven

Decision

The 34.%V brightline threshold equitably allocates costs between Federal and-adaral
power.

Issue 4.1.3.2

Whetler the 34.5V brightline threshold complies with costusationprinciples

Partiesd® Positions

JP12 and Powerex argue that the 34/%right-line threshold violates general cost causation
principles because it includes facilities in the Integrated Bidktwegment that are not integrated

with the bulk transmission system. JP12 Br.; BFB-JP1201, at7-8, 9-10; JP12 Br. Ex.,
BP-14-R-JP1201, at 23; Powerex Br., BRL4-B-PX-01, at23-24; Powerex Br. Ex., BR4-R-

PX-01, at 1416. These parties argue thategrated Network customers should not bear the

burden of paying for neintegrated facilities that serve only certain customers and provide no
systemwide benefit. JP12 Br., BB-B-JP1201, at9; Powerex Br., BA4-B-PX-01, at16-17.

JP12 presentsannal ysi s using the Commi ssionbs BES de-
nominal threshold at 116 kV instead of 100, and the Seven Factor Test. Its analysis shows

that approximately $714 million of investment and $24 million of operation and maietena
expenses should be excluded from the Integrated Network segment because those facilities serve
a distributionlike function. JP12 Br., BR4-B-JP1201, at7-8; see alsdHansetret al., BR-14-E-

JP1201, at 29. JP12 notes that Staff used four of thers&actors to distinguish facilities in the

Utility Delivery segment. JP12 Br., BR-B-JP1201, at5-6 (citing Messingeet al,, BP-14-E-

BPA-29, at4). JP12 argues that Staff did no analysig,(power flow studies) of its facilities to
actually applythese factors; otherwise, Staff would have found that many of the facilities

included in the Integrated Network segment perform distribtlikenfunctions and would not
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have assigned these facilities to that segment. JP12 Bi4BPIP1201, at5; JPP Br. Ex.,
BP-14-R-JP1201, at 34.

JP12 also argues that the 3W\bbrightl i ne t hreshol d is inconsisten
integration test (th&lansfieldtest; see further explanation below), although JP12 does
acknowledge that BPAisnotrequiredo f ol | ow t he Commi ssi onds met
integration. JP12 Br., BP4-B-JP1201, atll.

JPO03 argues that the 34«¥% bright-line threshold accurately classifies assets in the Integrated
Network segment as transmission assets serving a trarmmigsction. JP03 Br., BR4-B-
JP0301, at17-19.

Powerex also asserts that it is appropriate for the City of Minidoka, an NT customer that takes
power at the Feder al b u sVoltage faailitias in kthe Integfated s f r om
Network, to pa for use of those facilities. Powerex Br. Ex.,-B2R-PX-01, at 15. Finally,

Powerex argues that there is no support in th
as a single machine moving power from generation to load centers. Powelx, BR14-R-

PX-01, at 16.

BPA Staffodéds Position

The 34.5kV bright-line threshold correctly delineates facilities as transmission and includes

them in the Integrated Network segment because at le@se88 c e nt o kv fachHtkd s 3 4. 5
are performinga transmission function. Blivest al, BP-14-E-BPA-42, at33-34. These

facilities are being used for transmission purposes, not for distriblik®purposes.d. at 17,

22-27, 33. Facilities below the 34.kV threshold are predominantly distributitike facilities,

because they are not necessary for BPA to provide transmission sétdviael8 These

Delivery segment facilities fistep downo or re
to distribution voltagesld. Therefore, the 38 kV bright-line thresholds consistent with

general cost causation principles because it rolls transmission assets into the Integrated Network
segment.ld.

Staff did not addr es skVbrght-lhétbreshotd ¢s incorsistent ltith at t h
FERCO6s integration test because the argument
brief.

Evaluation of Positions

JP12 and Powerex argue that the 34/%right-line threshold includes neintegrated facilities

in the Integrated Network gment. JP12 Br., BR4-B-JP1201, at7-10; JP12 Br. Ex., BR4-

R-JP1201, at 23; Powerex Br., BR4-B-PX-01, at23-24; Powerex Br. Ex., BR4-R-PX-01,

at1l4-1 6 . JP126s argument i s based on its analys
nomiral threshold from 108V to 116kV, and then applying Factors 1, 2, 3, 5, and 7 of the

Seven Factor Test. Hansral, BP-14-E-JP1201 at 3633. According to JP12, 16p&rcent of

the facilities that Staff includes in the Integrated Network segmeve seadistributiodike
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function and should not be segmented to the Integrated Network segmenBr.JBE214-B-

JP1201, at7; see alsdHanseret al, BP-14-E-JP1201, at2 9 . JP1206s proposal w
removing approximately $714 million of investmt and $24 million of operation and

maintenance expenses from the Integrated Network seghaent.

The BES definition is used by the North American Electric Reliability Corporation to determine

which facilities are subject to its reliability standardtanseret al, BP-14-E-JP1201 at 23.

The Commission has not used the BES definition for ratemaking purposes. BPA believes that it

i's premature to consider applying the BES def

The Seven Factor Test iswmigdictional test that applies to public utilities under the Federal

Power Act and determines whether facilities serve a transmission function (subject to the

Commi ssiondés jurisdiction) or distriéetaliti on fu
BP-14-E-JP1201, at 2223; Blivenet al, BP-14-E-BPA-42, at30; see alsd’romoting

Wholesale Competition Through Open Access-Bisariminatory Transmission Services by

Public Utilities; Recovery of Stranded Costs by Public Utilities and Transmlttiigies, Order

No. 888, FERCSTATS. & REGS 1 31,036, at 31,7834 (1996). Even if BPA was required to

apply the Commi ssionbs tests for transmission
not pass the first screen employed by the Commisbexguse it is used only for wholesale
transmission:

Accordingly, the NOPR set forth our jurisdictional analysis and several technical
factor s, for determining what constitutes
For unbundled wholesale wheelingetNOPR proposed to apply a functional test,

i.e,, whether the entity to whom the power is delivered is a lawful reseller. For

unbundled retail wheeling, the NOPR proposed to apply a combination
functionattechnical test that would take into account techihcharacteristics of

the facilities used for the wheeling.

Id. The overwhel ming majority of BPAGs facil i/
they deliver wholesale power: 94 percent of t
oncet | eaves BPAOGs system. Power -14-BSBBS03 Nnd Res
at 8, 9 (the other 6 percent is delivered dir

facilities would not reach the Seven Factor Test. JP03 Brl4&BJP0301, at 15.

Moreover, the | egal anal ysis attached to Orde
point between transmission and distribution, it appears that utilities account for facilities

operated at greater than B@ as transmission and thdistribution facilities are usually less than

40k V. 0O Order No. O8S8BS&REPISBSNLJIOB6GatFBRC 981 n. 1
proposed 34.5 kV brigHtne threshold separating transmission and distribution falls within this

range.

JP12 also axges that in the Initial Proposal Staff used four of the seven factors to distinguish
facilities in the Utility Delivery segment. JP12 Br.,BR-B-JP1201, at5-6 (citing Messinger

BP-14-A-03
Chapted.01 Transmission Topics
Paged3



et al, BR14-E-BPA-29, at4). The four factors are: (1) the facilitiesopide for the radial

delivery of power to customers close to their retail load (not parallel or looped facilities);

(2) thefacilities would not economically transmit power over long distances due to line losses
and voltage drop; (3) the facilities aretmged to transmit power to other markets; and (4) rarely,
if ever, is there bdirectional power flow on the facilitiedd. JP12 argues that Staff did no
power flow analysis of its facilities to actually apply these factors; otherwise, Staff would have
found that many of the facilities included in the Integrated Network segment perform
distributiortlike functions and would not have assigned those facilities to that segment.
JP12Br., BP-14-B-JP1201, at5; JP12 Br. Ex., BR4-R-JP1201, at 34.

There ord does not support JP1206s abgfeadityti on t hat
analysis it would have come to many of the same conclusions that JP12 did. The record shows

that Staff considered the four factors cited by JP12 to assess whethéi5tké Bright-line

threshold generally accomplishes a segmentation consistent with delineating an appropriate
boundary between network and delivery facilities. Messiagat, BP-14-E-BPA-29, at4.

Staff concluded that the brighbe threshold provideresults that place facilities that meet the

four factors into the Utility Delivery segment and facilities that do not meet the four factors into

the Integrated Network segmentl. Having come to this conclusion, Std#ftermined that the

brightline aiterion used to assign facilities to the Network segment does not require a functional
analysis of every facility as JP12 argués.

Staff perfformedamoreid e pt h anal ysi s of a sikdgfadlitfesicant por
i ght of W®n&xXa&s adidr ®abdl, BEHE-BRAA42, atB123, 33e Jtaff

analyzed the type of service provided byB88 r c e nt o kV f&HtidHasd ddtérmirted

that they are used to move wholesale power from generation sources to load ceidieris, avh
transmission functionld. at 33.

Staff also examined the two factors of the Seven Factor Test that JP12 did not analyzd: Factor
(when power enters a local distribution system, it is not reconsigned or transported on to some

other market) an&actor 6 (meters are based at transmission/local distribution interfdce).

at3 1. Staffds anal ysi s of-voltabesdaiktiesfpredomimantly s h o ws
serve a transmission function rather than a distribtlikenfunction. Id.

The lowervoltage (34.%V through 11%V) facilities that Staff proposes to include in the

Integrated Network transmit wholesale power from generation sources to load centers, which is a
transmission function. While not every user of the Integrated Nktsegment may benefit

from these facilities, it is also true that not every customer using theseuoltage facilities
benefits fr om -wlage fagilfties.BTPé\sarae isttruegmthergspect to the
geographical | oc at $sygstem.oGustamers dasi of thhe Gascades nRyPnAtdo
benefit from BPAbds fabultithesrwesateefi nheuf@as

¥ BPA notes that Powerex misquotes Staff as saying that the Qitinmfoka does not use higipltage facilities

eastof the Cascades. Powerex Br.,-B2B-PX-01, at19. Staff states that Minidoka does not use “higltage

facilities westof the CascadesBliven et al, BR-14-E-BPA-42, at24. Staff is drawingacorblar y t o Power e x 0
contention that it is not using lowgpltage facilities by stating that Minidoka does not rely on westside facilities,
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Integrated Network segment, including facilities west of the Cascades. The concept of an
integrated networksione that operates as a single machine to move power in bulk from sources
to load centers. Bliveat al, BP-14-E-BPA-42, at24, 26. Based on the evidence in the record,
the 34.5kV bright-line threshold results in placing facilities performing a trassian function

into the Integrated Network.

Powerex also asserts that it is appropriate for the City of Minidoka, an NT customer that takes
power at the Feder al b u sVoltage faailities in the Integfated s f r om
Network, to pay fouse of those facilities. Powerex Br. Ex.,-BR#R-PX-01, at 15. The issue,

however, is whether it is appropriate for Minidoka to pay for all of the-hajtage facilities in

the Integrated Network segment. Clearly, Minidoka should pay for the facititises to

transmit power from the Federal busbar to its load center. Powerex offers no explanation, other

than an unsubstantiated reference to integration, as to why Minidoka should pay for facilities that

it does not use while Powerex should not.

JPP6s analysis under the Seven Factor Test s
and 7 should outweigh Factors 4 and 6, which indicate a transmission function. However, as
JP12 acknowl edges, At he pr i maplaysafsubstantialirabennal i t vy
application of t he etaleBP&4E-JP1201,tat?3. AddessribedaboveHa n s e
the primary function of facilities in the Integrated Network segment is to move wholesale power
generation to load centers imetPacific Northwest. This is a transmission function, not a
distributiortlike function.

JP12 and Powerex spend considerable time in their initial briefs arguing that thedhage

facilities that Staff proposes to roll into the Integrated Netwogksat are not integrated

facilities and, therefore, should be not be rolled into that segment. JP12 B#;BBBP1201,

at6, 812; Powerex Br., BA4-B-PX-01, at7-1 O , 16, 23. In its direct
expert withesses focused its analysiddastinguishing between transmission and distribution

like facilities, not integrated and namtegrated facilities. Hanset al, BP-14-E-JP1201,

at25-26, 2930. The question of integration is distinct from both reliability and jurisdiction.
Integration denotes a network operating as a single machine to move power in bulk from

generation sources to load centers. Bligeal, BR-14-E-BPA-42, at24, 26.

For jurisdictional utilities, the test for whether a facility is transmission or distribugidifferent

from the test for integr atdkmawnasth#Mansfiel@estnmi s si o
contains five factors to determine whether transmission facilities are integrated (the costs should

be rolled into network transmission rates) orintggrated (the costs should be directly assigned

to the user).Mansfield Muni. Elec. Dept. v. New England Power, ©3.FERC { 61,134,

at61,61314 (2001);see alsdan Diego Gas & Electric Co139 FERC 1 61,006, at P 13

(2012). Because integration addgses whether the costs of transmission facilities should be

which are about4per cent of BPAO®Gs network investment, to move (g:¢
locaked in central Washington to its load in southern |dddo.The same situation holds for
power customers located east of the Cascades.
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roll ed into network rates MWansfieldtestappliedoplytassi gne
transmission facilities, not to distribution facilities.

While Factors 2 and 3 of the Seven Fadtest are similar to Factors 1 and 2 of kensfield

Test, the other factors in the two tests are different. Conifraraoting Wholesale Competition
Through Open Access Nd@iscriminatory Transmission Services by Public Utilities; Recovery
of Stranded G@sts by Public Utilities and Transmitting Utilitie©rder No. 888, FERSTATS. &
ReGs 31,036, at 31,7884 (1996) taVlansfield Muni. Elec. Dept. v. New England Power, Co.
97 FERC 1 61,134, at 61,613 (2001). Moreover, unlike the Seven Factor Tesleuwhich a
balancing of the seven factors guides the outcoméJiimsfieldtest requires thatll five factors
be met before a facility can be considered-imtegrated and its costs directly assigned.
Pinnacle West Capital Corpl33 FERC 1 61,034, Bt8 n.16 (2010). In doing so, thMansfield
test effectively creates a rebuttable presump
strong preference for rolling the cost of transmission facilities into network 1aess.e.g.,
California Dept.of Water Resources v. FERE39 F.3d 1029, 10338 (9th Cir. 2007)

( A [ Co mmprezcedlenbcledrly demonstrates a consistent policy favoring the-imolhedthod
of transmission pricing where the system operates as an integrated whple

Therefore, in oncluding that the 34.6V bright-line thresholdncludes norintegrated facilities
in the Integrated Network segment, both JP12 and Powerex err by relying on the BES definition
and the Seven Factor Test. There isMamsfieldanalysis in the record.

Basd on the preceding evaluation, the 3d/threshold is consistent with general cost

causation principles because facilities at and above that voltage serve a transmission function. It
is also worth noting that tHgonbrightprinciples that JP06, JP1ZydaPowerex appeal to in their

cost causation arguments (JP06 Br.; BFB-JP0601, atl4; Hanseet al, BP-14-E-JP1201,

at 35-36; Opatrny, BPL4-E-PX-01, at6, 20) expressly recognize an exception for rural
electrification:

Lest the foregoing remarks liaken to imply an adherence to a cost standard
more rigid than the facts would justify, let us at once note exceptions. In the first
place, the principle is followed far more closely as a measure of general rate
levels than as a measure of individual retbedules. In the second place, it is
deliberately violated by those municipal utility operations, once thought to be
fairly numerous, that use the sale of their services as a source of profits for the
city treasury. And in the third place, it has beenawed to a minor degree
through the use of indirect subsidies in support of rural electrification in the
United Statesand waived to a major degree through the use of heavy subsidies
for rural electrification in the province of Ontario.

Bonbright, Jame€., Danielsen, Albert L., Kamerschen, David IRinciples of Public Utility
Rates Second Edition (Arlington, Virginia, Public Utilities Reports, Inc., 1988), at 110
(emphasis added). The thirdBdnbright s excepti ons coi ncatieghes wi t h

BP-14-A-03
Chapted.01 Transmission Topics
Paged6



component of BPAOGs organic statutes, promotin
throughout the Pacific Northwest.

Powerex is incorrect in asserting that the re
operates as a single machinet tim@ves generation to load centers. Staff explained how the

network operates on an integrated baSiseBliven et al., BR-14-E-BPA-42, at 24, 26. As cited

by theCommission, the courts have also described a network as a single machine:

The courts haveecognized this fundamental fact and have acknowledged that it
has important implications for the Commission's regulation of transmission
service. The D.C. Circuit has stated:

... In order to determine a utility's cost of providing a transmission
service the Commission typically treats a transmission network ...
as an integrated systerm other words, all of the individual
facilities used to transmit electricity are treated as if they were
part of a single machind’he Commission takes this approach on
the ground that a transmission system performs as a whole; the
availability of multiple paths for electricity to flow from one point
to another contributes to the reliability of the system as a whole.
This principle has a strong basis in the physics ottetal
transmission for there is no way to determine what path electricity
actually takes between two points or indeed whether the electricity
at the point of delivery was ever at the point of origin.

As a corollary, in determining permissible prices fiansmission services, the
Commission treats each transmission customer not as using a single transmission
path but rather as using the entire transmission system.

In other words, in the case of transmission, there is only one senrgervice over the
entire grid.

Transmission Planning and Cost Allocation by Transmission Owning and Operating Public

Utilities, Commission Order No. 1008, 139 FERC P 61132 at P 560 (2012) (cithhgrthern

States Power Co. v. FERBO F.3d 177, 179 (D.C. Cir. 1994)) (empisaadded)see also

Buckeye Power, Inc. v. Am. Transmission Sys., llmtial Decision, 142 F.E.R.C. § 63,007,
January 11, 2013, 2013 WL 240892 (F.E.R.C.) a
transmission system do not have to be allocatgaticular transmission customers, or classes

of customers €& because such disaggregating an
of an integrated sy’stem as a single machine. o

* An Initial Decision by an Administrative Law Judge is not binding precedent on the CommiSsiep.g, SFPP,
L.P., 140 FERC 1 61,220 at P 259 (2012) (cifingilblazer Pipeline Cq.107 FERC %1,008 (2004)). The case is
cited here as additional, ndrinding guidance regarding how the industry generally characterizes network facilities.
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Decision
The 34.%V brightline threshold complies with gener@ast causation principles.

Issue 4.1.3.3

Whether thechievemenof uniform rates is an important consideratitmm the 34.5kV bright
line threshold for segmentation in this rate proceeding.

Partiesd Positions

JP12 argues t hat BrRAté fortrandnaspidnisesvite iiriconaistentithf o

cost allocation because the proposed 8¥.bright-line threshold results in rolling nen

integrated facilities into the Integrated Network. JP12 Br-1BB-JP1201, at23. JP12 and

Powerex note tha@BPA is not required to adopt uniform ratesd that the reason for adopting

uniform rated rural electrificatiod is no longer necessary today, and, therefore, BPA should

not use uniform rates as the basis for establishing thek84osight-line threshold Id. at24;
Powerex Br. Ex., BA4R-PX-01, at 18. Powerex also contend s
has been applied to only public agency custom
system to transmit neRederal powerld.

JPO6 and Powerx ar gue that BPAOGOsSs rates are inconsi st
therefore, reliance upon that concept to justify the B¥.Bright-line threshold is not credible.

JPO06 Br., BP14-B-JP0601, at16-18; Powerex Br., BA4-B-PX-01, at21-22; Powerex Br. EX.,
BP-14-R-PX-01, at 17. These parties contend that FPT, IR, NT, and PTP rates are not uniform
because FPT rates have facility and distance charges, and IR, NT, and PTP rates have a short
distance discountld. J P06 ar g uesbavetbéen namiBiPnAronstherveryt

beginning because BPA offered both amifie busbar rate and a rate for all other customers.

JPO06 Br., BP14-B-JP0601, atl6. Powerex argues that BPA offers a low density discount to

power customers that alreadyf@cts small public power customers. Powerex Br:1BB-

PX-01, at22.

JPO6 st ates t k1896 segmedtation p@idy Auas cugtomers using the Delivery

and Fringe segments paid higher rateae, citing
history is full of examplesofneani f or m r at e-44-BaJPOGQL,RNDE JARB alsp BP
argues that BPAOGs prior customer service poli
some customers but not others should be considereldndr e ssed i n BPAGs r at «
Id. at 6, 7.

BPA Staffos Position

BPA adopted uniform rates to promote Athe mos
systems in the Pacific Northwest. Blivehal, BP-14-E-BPA-42 at 420; see alsQJP0O3Br.,
BP-14-B-JP0301, at4-13, and WPAG Br., BR4-B-WG-01, at5-9. Although section 6 of the

Bonneville Project Act does not require uniform rates, it does expressly provide the
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Administrator with the discretion to adopt a uniform rate structure, WiPhA6 s f i r st
Administrator, J.D. Ross, did after receiving overwhelming support at a series of public meetings
on the issueld. at4-13. Staff explained in detail how the uniform rate policy has been

i mpl ement ed -yearhistoryBrieldding thExwvsexcursions from uniform rates that

JP12 and Powerex citéd. at13-20.

There was a distance discount i n BPlAatgd3. uni f or
For deliveries within 15 mi |l essi toefo ratghoén uBaoln ne v i
$14.50 per kilowatt instead of the $17.50 per kilowatt that was charged to deliveries beyond
15miles.Id. Theatsi t e rate continued i n BPAO6s rates ur
have been much use of the discouui.

BPA began offeng FPT contracts to wheeling customers in 19d@6at13-14. The FPT rate
structure includes distance componerts. BPA stopped offering FPT contracts in the 1980s
when it started offering IR contracts to wheeling customietsat14. The IR comgcts include
a discount for transmission distances undemiés. Id.

Evaluation of Positions

The uniform rate policy, which began 75 years ago, distributes Federal power throughout the
Pacific Northwest region utilizing rates that do not distinguisbrag customers by size and
location. Blivenet al, BP-14-E-BPA-42, at7. Today, the purpose of the policy is to promote

the widest possible diversified use of electric power at the lowest possible rates throughout the
region. 16U.S.C. 8838g. The paty does not extend to extragional deliveries and, therefore,
does not include the intertie segments. Prior to 1996, BPA installeddibage facilities for

some customers but not for others under its customer service policyBdPBB-14-B-

JP0601, at 67. BPA has sought to restore some parity in delivery voltage by instituting a
delivery rate for customers taking leweltage delivery (currently below 34k/) over BPA

facilities. Blivenet al, BP-14-E-BPA-42, at1l8. BPA now has a policy tolkds delivery

facilities whenever feasible to the customers using them. While it is true t
transmission rates may not have conformed to the uniform rates policy, FPT agreements were
not used to deliver Federal power within the regiSeeTransmission, Ancillary and Control

Area Service Rate Schedules and General Rate Schedule ProvisidsABF3-AP02, at 1.

JP12 argues correctly that BPA is not required to adopt uniform a&e=sP12 Br., BPL4-B-

JP1201, at24. Section 6 ofte Bonneville Project Act and section 10 of the Transmission
System Act clearly provide that the Administr
to do so. Staff proposes a segmentation that supports uniform rates for network transmission,

which are expressly provided for under these statutes.

JP12 and Powerex argue that the rationale for adopting uniforrd natesd electrificatio® no

| onger applies today and, therefore, BPA shou
Id.; Powerex BrEx., BR14-R-PX-0 1 , at 18. JP12 and Powerex 1in
rationale and justification for uniform rates. Without question, the development and construction

of a power system and transmission grid capable of providing electricity to isfaatesdand
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communities in the Northwest was a primary driver of the uniform rate structure in the early

years of BPAOGseta BP-HEB8PAAR at4-1 B.l i vdoowever , the Afr
wi despread useo0O requir emen tteditomuraBeRdrificatiomandy ani ¢
remains a statutory obligatioree, e.g.16U.S.C. §8332a(b), 832e, 825s, 838g. The benefits

of BPAOGsSs power and transmission assets were |
area in the Pacific Northweas possible, not only rural communities and farms:

This is not in the Boulder Canyon Act, it is not in the Muscle Shoals Act. It is
sought by their provision to make certain that any benefits which may accrue shall
not be provincial in their applicationub shall be distributed as far as is
practicable, a matter which can only be worked out through experience and study.
But we have placed no limitations on the area of distribution. The language
encourages a wide and equitable distribution of the benefiteeorates which

may be enjoyed by the people who live in the great Northwest section of this
country.

Sen. Charles L. McNary, Oregon, Senate Congressional Record, August 9, BBZA at
(emphasis added).

BPAG6s first Admi ni sotimplanieotthisrequire®ent. Rlveshal, set out
BP-14-E-BPA-42, at11-13. After conducting a series of regional public meetings in 1938 in

which an overwhelming majority of participants supported uniform rates, he implemented a

uniform rate to distribute thbenefits of the Federal system across the Northweksat12-13;

JP03 Br., BP14-B-JP0301, at9. The rationale for implementing uniform rates still applies

today. Al l BPAG6sS customers, not just rur al c
Integrated Network segment, which are spread across the entire Pacific Northwest.

Contrary to Powerexbds assertion, BPA has gene
transmission of both Federal and Aleederal power. Blivest al, BP-14-E-BPA-42,at 1416.

JP0O606s and Powerexo6s argument that BPA has no
throughout its history is effectively an argument that BPA has never had a uniform rate policy.

Such is incorrect. BPA implemented a policy of uniform ratesfits very beginning and has

continued that policy through the present day. Bliekal, BP-14-E-BPA-42, at 420; JP0O3 Br.,
BP-14-B-JP0301, at4-13; WPAG Br., BP14-B-WG-01, at5-9. The fact that there are

exceptions does not diminish the overarghgoal of the policy: widespread distribution of the

benefits of the Federal system to all the people in the Pacific Northwest that does not advantage

or disadvantage customers based on location or size.

As JP06 and Powerex point out, there have been sgoaptions to the policy. JP06 Br.,
BP-14-B-JP0601, at 1618; Powerex Br., BA4-B-PX-01, at 2122; Powerex Br. Ex., BR4-R-
PX-01,at17. The thileatsi t e di scount included i nmBRPAGS
shortdistance discount appéble to IR, NT, and PTP service are two such exceptions. There

were sound policy reasons for applying these policies, primarily to encourage customers to use
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BPAGs transmission system r aisthneelines palleltoc onst r u
BPAOGs | i nes.

In the 1981 rates ROD, the Administrator concluded that the FPT rate structure, with its distance
component and facility use factors, was not necessarily the best transmission rate structure, but
that he would retain the rate structure becafisemtract requirements. The Administrator

stated:

Schedule FPT represents a revision of the transmission components of the BPA
Awheeling formulado that was developed in t
in some of BPAOGs wh etenk.i Theg FP® oatetscheduléd s si nc e
includes unit costs of various components of the FCRTS. Some comments have

indicated that the separate identification of specific services under th@ FPT

unjustifiable given the postage stamp service that firm poweomess receive.

Such services as distance, identification of network facilities, andwage

wheeling between specific points of interconnection are variously objected to.

The IR 1 rate is an attempt to avoid such practices and to eliminate the need to
identify specifically such other-ineharges as
generator. While | feel that the costs of the portions of the Integrated Network

should not be subdivided or allocated according to distance and types of facilities,

someFPT contracts appear to require continuation of this historical rate design,

and the process | have used to design the-FPdte conforms to the contract

constraints.

WP-81 Wholesale Power and Transmission Rate ROD,8%R-02, atVIll -4. At the same
time, the Administrator considered whether to include a distance factor in the new Integration of
Resources rate. He concluded that:

In an integrated network the distance between most resources and loads cannot be
identified as a cost causation factor hessof the effects of displacement. The
network provides benefits to all customers that do not relate to distance between
resources and load. These include services such as transmission and generation
reliability, generation backup, reduced losses amdagket for nonfirm power.

Using distance as a billing determinant would be inconsistent with the
networkwide service being offered under1R

Id. atVIIl -12 to VIII-13. The Administrator stated his reason for favoring the IR contracts and
rates over te FPT contracts and rates:

BPAG6s current FPT contracts reflect many h
costs and services. The purpose of offering thd IRte is to discard those
historical arrangements to the extent that they are inequitableppropriate.
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Id. atVIII -15. Later, BPA included the shatistance discount in the IR rate because:

The fApostage stampo design of the I R rate
formula power contracts. Specific facilities are not identified and full Giseeo

integrated Network and access to the FCRTS are provided. Necessary
compromises were made in the rate design to recognize the wheeling transactions

that use fewer facilities. Because a postage stamp rate places a relatively high

revenue burden on gt distance transactions and could result in an undesirable

incentive to construct short distance parallel lines, BPA implemented a short

distance exception to the IR demand charge, and continues to utilize tbe use

facilities charges.

WP-85 Wholesaldower and Transmission Rate ROD, \8%A-02, at358. This history
demonstrates that BPA preferred to change the FPT mileage and facility rate structure, but was
prevented by contract consideratiGn¥he same assessment and considerations continus to thi
day.

When JP0O6 and Powerex argue that BPAO&ds histor
uniform rates, they miss important distinctiorg&eeJP06 Br., BPL4-B-JP0601, at16-18;

Powerex Br., BPL4-B-PX-01, at21-22. The FPT and IR rates werfered at a time when

Federal power sales contracts included delivery and transmission costs that were recovered

through bundled power rates. Blivehal, BP-14-E-BPA-42, at151 6 . At no time 1ir
history was Federal power delivered using an BPIR contract. Thus, the policy of

encouraging widespread use of Federal power at uniform transmission rates was not frustrated by

the presence of the namiform FPT rate. This fact stands in stark contrast to the current

situation, in which Federal peer is sold at the generation busbar and delivered using the
customer6s transmission contract.

JPO6 ar gues t h-896 segmehtation @IkRyAraral cugtonmers using the Delivery
and Fringe segments paid higher rates. JP06 Br1BBJP0601,at17. JPO6 presents no

evidence to support this claim, which is contrary to the evidence on the record in this case. Prior
to 1996, the costs of the Fringe and Delivery segments were rolled into bundled power rates.
Bliven et al, BP-14-E-BPA-42, at15-16. There were no differences between power rates for
customers in small rural communities and power rates for customers in large urban communities;
they all paid the same uniform rate.

Powerex notes that BPA offers a low density discount (LDD) theady protects small public
power customers. Powerex Br.,BRB-B-PX-01, at22. The LDD is specified in sectiaifd)(1)
of the Northwest Power Act to avoid adverse retail rate impacts on customers with low system

> Powerexargues that BPA continued to offer FPT contracts as late as th&99@s. Powerex Br., BP4-B-
PX-01, at21, n.73 (citing Transmission Rate Design Study DocumentatioilAHRBPA-07A, at25). These
agreements had provisions allowing them to be roliext (or renewed) prior to 1996. The FPT agreements that
Powerex is referring to are to FPT agreements that were rolled over in ti®@tid. BPA did not offer new FPT
contracts in the mid990s.
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densities. 1&.S.C. 8839¢e(d). As Powex correctly notes, for purposes of this statute, system
densities are measured based on pole miles of distribution facilities, and the discount is for the

uti |l i tyos i-geaeeason elestrictplant. Powem@xnBr.,-B#B-PX-01, at22 (citing

Power General Rate Schedule Provisions;1BHE-BPA-09, at 5561). However, Powerex

makes an unsupported leap in concluding that mitigating the adverse effects of low distribution
densities would also compensate small rural customers for-litaige trasmission costs,

assuming, as Powerex argues, such costs were charged directly to these cuSieeRenserex

Br., BP-14-B-PX-01, at 22. The LDD includes no provision for the costs the customer pays to

BPA for transmission service; it is constraineddmpensating for distribution costs (the
utilifgehermaomon electric plant, not BPAGs el e
that would be subject to higher transmission
LDD. ThenumberoE ust omer s exposed to higher transmis
is considerably higher than the 56 BPA customers that receive the LDD.

Decision

The achievement of uniform rates is an important consideration in whether to adopt th¥ 34.5
bright-line threshold for segmentation in this rate proceeding.

Issue 4.1.3.4
Whether the 34.BV brightl i ne t hreshold complies with the d

Net wor k0o s e g me nretworksegrdeamtrconsisks iofdakilitigs that perfaam
transmission function.

Partiesd® Positions

Powerex argues that the 34\ bright-line threshold sweeps lowgpltage facilities into the

Integrated Network segment that are inconsistent with the proposed definition of the Integrated
Network. Powerex Br., BR4-B-PX-01, at5-10; Powerex Br. Ex., BA4-R-PX-01, at14-16.

Powerex argues that these facilities serve a distriblikerfunction that benefits particular
customers and do not provide a benefit to al/
Powerex Br., BP14-B-PX-01, at5-10; Powerex Br. Ex., BA4-R-PX-01, at14-16.

JP12 argues that the briglirie threshold is inconsistent with past definitions of the Integrated
Network segment. JP12 Br., BR-B-JP1201, at 89.

BPA Staffodés Position

Themaj or i t y oevbltage Rdibes, intluding the facilities Powerex cites in its initial
brief, serve a transmission function. Blivetal, BP-14-E-BPA-42, at20-27, 3334. An

integrated network is a network that operates as a single macoeéopower in bulk from
generation sources to load centds. at24-26. Although not all customers use all the facilities

in a network, that does not mean they do not operate as integrated facilities moving wholesale
power from sources to load centeltd.
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Evaluation of Positions

The Segmentation Study defines the Integrated Network segment as follows:

The I ntegrated Network segment is the core
facilities in this segment operate in concert to move power in bulk from

generation sources (e.g., the Generation Integration segment) to load centers in

the Pacific Northwest or other segments (e.g., an intertie or delivery segment).

The Integrated Network segment consists of facilities that serve a transmission

function with voltages ranging from 348/ to 500 kV.

The facilities in this segment do not serve distinct functions as the Generation

Integration or Southern Intertie segments do. Instead, they provide services and
benefits to BPAG6s tr aand ane usedifootransmitingwor K cus
both Federal and nelRederal power. Therefore, they are treated as integrated

facilities for purposes of cost allocation and cost recovery. The composition of

this segment recognizes the benefits of displacement (localagieneserving

load instead of remote generation scheduled to serve that load), bulk power

transfers, voltage regulation, and increased overall reliability resulting from

alternative resource and transmission pathways.

Transmission Segmentation Study,-BRFS-BPA-06, at 23

Powerex argues that the 34¥ bright-line threshold results in rolling distributidike facilities

into the Integrated Network segment, a result that is inconsistent with the definition set forth

above in that, according to the dgfion above, the Integrated Network is supposed to consist of
facilities that serve a transmission function. Powerex Br:18B-PX-01, at6-9; Powerex

Br. Ex., BR14-R-PX-01, at 1416. Powerex challenges three examples offered by Staff to

illustrate hat lowervoltage facilities serve a transmission function: the Mapleton substation, the
34.5kV line serving the City of Minidoka, and the Alfalfa substatidt. Powerex argues that

these facilities serve a namtegrated, distributiofike function beause they serve a particular
customer6s |l oad rather than bendkefitting al/l u

The disagreement between Powerex and Staff regarding these and similar facilities centers on
what constitutes integrated transmission andintegrated, distributiotike facilities.

Power ex 6s ar gu mefemenced fdcilities ate hamtegaatead, distributiotike

facilities appears to be based on the fact that only particular customers, rather than all users of
the Integrated Netw& segment, benefit from these facilitidsl. at7-10. For example, in

reference to the Mapleton substation, which transmits power to Central Lincoln PUD and
Blachly-Lane Cooperative (the Central Lincoln portion is in the Utility Delivery segment and is

not in dispute), Powerex asserts that #Athis f

this facilityds function appears more consi st

segment noted abovieg., facilities used by customerstes ve t hei rid. at® c al | oads
BP-14-A-03
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Powerex makes si mil ar akWlioertoethe tity of Miaidpkaramlithe g B P A
Alfalfa substation.Id. at8-9.

On the contrary, however, these facilities serve a transmission function and are prapetgdin
in the Integrated Network segment. Blivemal, BR-14-E-BPA-42, at22-23. Such conclusion

is premised on the type of service being provided by the facility, not the number or identity of
customers that benefit from those facilities:

At Mapleton BPA delivers power to both Central Lincoln PUD and Bladtdye
Cooperative-l i neBPAib&sgroanne shown in JP126s E
deliveries to each of these customers look very much alike. Ak\I1Bus

connects to two transformers. One of tremsformers steps down the voltage to

12.5kV for delivery to Central Lincoln. The other transformer steps down the

voltage to 34.%V for delivery to BlachlyLane. JP12 argues that we have

inappropriately included the 34k¥ transformer in the Networkegment while

including the 12.%V transformer, performing the same function, in the Delivery

segment.

Wh a t i's not -limendiagéa Asovghat bappens after the power is

delivered. The power delivered at 1R\s to Central Lincoln travels about

200feet to a Central Lincoln distribution station that serves the Mapleton

community over its distribution lines. The power delivered at BY.5 Blachly

Lane travels 11.5 miles before being stepped down tok\2f6r distribution to

Bl achl y dsst orneetrasi. | cluhe intervening 11.5 mil
service territory, meaning there are no
Mapl et on transfor mer and Bl achl yods di stri
transmission function, not a distributiomfttion, making 34.&V a transmission

voltage, while 12.%V is a distribution voltage.

Id. Similar explanations supRWinettotletitgdff 6 s s e g me
Minidoka and the Alfalfa substatiorid. at23. Facilities that serve tl&ty of Seattle perform

similar functions as those serving the three utilities that Powerex titeat 2526. None of the

facilities serving Seattle is being disputed, apparently because they d¢ #8flities. But if

the facilities serving Blady-Lane, Minidoka, and the Alfalfa substation are not integrated under
Powerexo6s proposition, then the facilities se
Integrated Network segment.

In arguing that the separation between integrated transmessibnorintegrated, distribution

like functions is based on the particular customers that benefit from a facility, Powerex

misconstrues the definition and purpose of the Integrated Network segment. The Integrated

Net wor k segment al bnussien systern to dp&atedas a singla neaching ta n

move wholesale power in bulk from generation sources to load centers in the Pacific Northwest.

Id. at26. Facilities at 34.5,69,and 185 gener al ly serve the same p
highervoltage facilitie® to move power from generation sources to loadat 22-27, 33.
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BPA considers facilities that serve this purpose to serve a transmission function, not a
distributiortlike function. The fact that some facilities are at lower voltagesafiection of the

size of the load center, rather than of the service being providedt17. Particular

components of an integrated transmission system do not have to be allocated to particular
transmission customers in proportion to their directarsegree of direct benefit, as Powerex
suggests, because such balkanizing of the transmission system is inconsistent with the operation
of an integrated system as a single machine.

Narrowing the definition of the Integrated Network segment to includeloghervoltage
facilities as Powerex and JP12 suggest woul d
plan and construct an efficient, cegtective transmission system to serve its customers in the

Pacific Northwest. If BPA were to use ayher brightline threshold or a narrower definition of

the Integrated Network, BPA might well face pressure to construct hwgltage facilities to

serve its transmission customers simply to meet that threshold, thereby increasing costs and rates

to all customers.ld. at53-5 4 . BPAGsSs segmentation policy shot
construction decisiondd. A broader definition allowing facility costs to be rolled into the

Integrated Network without respect to voltage encourages a more dffaosteffective
transmission system and Ihenefits al/l of BPAOGSs

While Powerex is correct that Utility Delivery facilities generally benefit a smaller set of

customers, that is a general characteristic of the segment, not one of the fortéetermining

whether a facility should be in the Utility Delivery or Integrated Network segnits.

PowerexBr., BR-14-B-PX-01, at6 . B P A\OfacilitésApredominantly serve a transmission
function because they are used to transmit wholesalempfrom generation resources to load

centers in the Pacific Northwest. Blivehal, BP-14-E-BPA-42, at22-24, 3334. Facilities

below the 34.%V threshold are predominantly distributitike facilities because they are not
necessary for BPAtopravie tr ansmi ssi on service. Del i ver
reduce the voltage from BPAOG6Gs trldaté8td.ssi on f
Therefore, the 34.kV bright-line threshold serves as a reasonable delineation betwel@retac

that serve a transmission function and those that serve a distribladanction.

y
a

JP12 argues that the briglirie threshold is inconsistent with past definitions of the Integrated
Network segment. JP12 Br., B2-B-JP1201, at 89. JP12 anges that, based on pi®©96

definitions, many of the facilities that would be part of the Integrated Network segment under the
34.5 kV brightline threshold were not considered integrated prior to 1996at 9. As

explained in Issud.1.3.2, it is incaect to conclude that facilities excluded from the Integrated
Network prior to 1996 were not integrated; such a conclusion is unsupported by evidence on the
record. JP12 also argues that Staff does not explain what occurred in 1996 to technically support
the conversion of what were then Rotegrated facilities into integrated facilities or why the
definition of the Integrated Network segment should now include a 34.5 kV or abovelimeght
threshold.ld. The extensive changes that occurred in 1986a#d out in the evaluation of
Issued.1.3.1.
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Decision

The 34.%V brightl i ne t hreshold complies with the defi

segment because facilities at and above that threshold perform transmission functions.

Issue 4.1.3.5
Whetter the level of analysis presented in this proceeding, when compared to the level of

analysis in past segmentation studies, supports a segmentation based on a 34.5 kMdoright
threshold.

Partiesd Positions

JP12 argues that the 34«¥ bright-line thre$old is inconsistent with past segmentation studies.
JP12 Br., BP14-B-JP1201, at9. JP12 cites to the segmentation study from the 1993 rate case,
in which BPA used onéne diagrams and power flow studies to determine the type of service or
function eah facility provided.Id. JP12 asserts that Staff did not perform this level of analysis
for the segmentation study in this rate peritl. JP12 also argues that Staff did not explain

why the methodologies in past segmentations are no longer app@srihhow using a voltage
based brightine threshold is an adequate substitute, considering the amount of analysis
performed for past studiesd.

JP06 and JP12 similarly argue that the 3&/%rightl i ne t hreshol d is Afund:
i nconsi sttheen tsoe gametnht at i on of BPAOG s-precedamiad mi ssi on

1996 Settlement Agreement. JP06 Br.;BPB-JP0601, at19; JP12 Br., BA4-B-JP1201,

at8-9. JPO06 argues that Staff failed to explain sufficiently this shift in its approach t
segmentation. JP06 Br., BR-B-JP0601, at1l9. JP06 contends that an agency is required to
explain its determinations in light of seemingly inconsistent factual determinations in earlier
proceedings.d. (citing Humane Society v. Locké26 F.3d 10401053 (9th Cir. 2010)). JP12
argues that many of the facilities that would become part of the Integrated Network segment
under the 34.5 kV brigHtne threshold were not considered integrated prior to 1996. JP12 Br.,
BP-14-B-JP1201, at9.

JP12 arguethat Staff did not engage in the same level of analysis for determining the costs of
facilities that should be included in the Integrated Network segment as it did in determining how
those costs should be allocatdd. at13-15.

MS R ar gu e s prapbsal to inGtpaerdtefah g substantially all of the 1996 study is not
supported by evidence demonstrating that there has been insufficient change to warrant a new
study. MSR Br., BRL4-B-MS-01, at9 . MSR argues that Staffds
segmentation study is inconsistent with its obligations to operate the transmission system
reliably, fails to provide sufficient documentation to justify rate treatment, and presents the
specter of a Balancing Authority without sufficient information abtsubwn system to operate

as may be required by tiNorth American Electric Reliability Corporationd. MSR contends
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that relying on a 28ic]-yearold study is inconsistent with current FERC decisions, and that
Staff is unable to provide any signifidaexplanation of why no new study is needed despite the
significant changes at BPA and in the electric power industryat10.

BPA Staffds Position

Prior to the 1996 rate case, BPA used power flow studies to determine the operating voltages and
owneship of various facilities but did not use them to determine the direction of flow on certain
facilities because they represented limited circumstances of direction and magnitude of flows.
Bliven et al, BP-14-E-BPA-42, at34-35. To the extent BPA congkd the flow of power, it

used meter data instead, because such data encompassed all operating conditions rather than the
assumptiorbased operating conditions inherent in a power flow stidlyat35. Prel996

segmentation studies did not mention meigga because it was rarely uséd. Actual or

modeled flow of power was not a consideration for determining the separation between Network
and Fringe because the distinction was based on contract use, not actual use or use modeled in a
power flow stug. Id.

The most important factor in the pt®96 studies was reviewing contracts to determine what

points were used to deliver Federal and-Rederal powerld. Based on the points identified in

these contracts, BPA would then assign facilities td\#vork and Fringe segmentkl. As
explained in Issue 4.1.3.1 above, the fundame
segmentation analysidd. at16-17.

Evaluation of Positions

JP12 cites to statements from prior segmentation studies totaegymwer flow studies were
used to determine the type of service or function each facility provided and that this level of
analysis is not provided in this rate case. JP12 Br148B-JP1201, at9. However, the
statements from prior segmentationds#s regarding the use of power flow studies are not to be
read in the manner that JP12 argues. Bletesl, BP-14-E-BPA-42, at34-35. In prel996
segmentation studies, BPA did not use power flow studies to determine the flow of power on
particular fadities to determine their function, because usage was based on contract use, not
actual use or use modeled in a power flow studyat35. Instead, BPA used power flows to
assist in determining voltage and facility ownersHih.at34. Therefore,B12 errs by reading
more into prel996 statements about power flow studies than those statements were intended to
mean.

JP0O606s and JP126s charge that Staff19968i d not e
segmentation studies is no longer appropiiatlis rate case is also incorre&eelJP06 Br.,
BP-14-B-JP0601, at19; JP12 Br., BR4-B-JP1201, at8-9. The changes that occurred in 1996

that led to the change in segmentation are extensive: unbundled power and transmission rates,

open access, fational separation of power and transmission, preference customers diversifying

their power sources to include néederal power, and comparability. Blivenal, BP-14-E-

BPA-42, atl6-17, 3537, 39. Prior to 1996, BPA used segmentation to ensurgahatrission

costs were equitably allocated between Federal andradaral powerld. at39. Under the
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pre-1996 paradigm, the costs for Federal and-Rederal power were allocated in a tatep

process: first the Network was separated from the Fringdativery, and then Network costs

were allocated to Federal and Aeaderal power based on relative usage. The transmission

costs associated with delivering Federal power over the Network were bundled with the costs of
the Fringe and Delivery segmentsampower ratesld. at16-17, 39. Transmission costs

allocated to notfederal power were recovered through wheeling rdtesat 15-16.

JP12 argues that many of the facilities that would become part of the Integrated Network

segment under the 34.5 Wyightline threshold were not considered integrated prior to 1996.

JP12 Br., BP14-B-JP1201, at9 . BPA assumes that JP12d&ds ar gun
facilities that BPA has segmented to the delivery or intertie segments, because there is@o disput

in this proceeding regarding such facilities; the dispute involves facilities that were in the Fringe
segment . JP126s statement presumes that faci
were not integratedld. However, prel996 Fringe failities were transmission facilities that

were separated from the Network based on one consideration: that such facilities were used

almost exclusively to deliver Federal power to load rather than for the wheeling-6ederal

power. Blivenet al, BP-14-E-BPA-42, at15. This determination was based on contract path

rather than whether the facilities were integratied.at35. Thus, there is no basis to claim that

former Fringe facilities were not integratefee alsdssue 4.1.3.3 above.

In 1996,BPA moved to a policy of open access and functional separation of its power and
transmission functionsld. at16-17, 3637. Federal preference customers became transmission
contract holders and began diversifying their portfolio of resources to inctueleederal

power. Id. at16. As a result, the method and manner in which BPA segmented its system
needed to change dramaticallgl. at16-17, 3637. The inclusion of costs associated with
Feder al power 6s use of t heasnholengesfeasitddsl.i on syst e
at16-17. Today, the brigHine threshold still considers the type of service the facilities provide
in determining the proper segmentation. Blietml, BR-14-E-BPA-42, at 17, 19, 223,

33,34. However, BPA no longeiglinguishes between Federal and #k@deral uses as it did
before 1996, since all facilities in the Integrated Network segment can be, and are, used to
deliver both Federal and ndrederal powerld. at16-17. Because the determination of Federal
and no-Federal use of each facility is no longer appropriate for segmentation, the analysis of
each facility of the type conducted prior to 1996 is no longer necessary. Thelibaght

threshold is now applied to distinguish transmission and distriblikeuses.

JP1206s assertion that Bwvalthgebaskd lrightine thresdokddssc r i b e
an adequate substitute for its {I'@96 analysis is incorrec6eelJP12 Br., BP14-B-JP1201,

at9 . Staffés rebutt alionaleferproposing a/volthgemised grighe x p| ai n
line threshold. Bliveret al, BP-14-E-BPA-42, at 2934. As explained above in Issdd.3.4,

the brightline threshold provides a reasonable delineation between transmission and

distributiortlike facilities. Analysis of the threshold shows that at leasp&®entof 34.5kV

facilities serve a transmission functiold. at33-34.
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Because conditions have changed, the segmentation based on thénaritfiteshold for the

proposed BPL4 transmissionratesreee not depend on any of BPAOGs ¢
Segmentation studies from prior cases are inf
how to segment its transmission system; however, they do not bind BPA with respect to

segmentation poligyparticularly when current conditions are significantly different from the

conditions that existed during prior cases.

JP12 asserts that there is a disparity between the level of analysis Staff performed for network
cost allocation and segmentation. dmBt., BR14-B-JP1201, at13-15. These are

fundamentally different issues driven by very different types of analyses. For cost allocation,
Staff considered transmission system planning and evaluated alternative demand tests and other
factors relevant tthat issue. Transmission Rates Study,IBH-FS-BPA-07, section 4;

Fredricksoret al, BP-14-E-BPA-33; Fredricksoret al., BR-14-E-BPA-45. For segmentation,
Staff evaluated its proposed segmentation cri
transmission policies, and function of facilities. Transmission Segmentation Stuei/4BS-

BPA-06; Documentation, BR4-FSBPA-06A; Messingeetal., BP-14-E-BPA-29; Bliven

etal., BR-14-E-BPA-42. The use of the brighihe threshold does not require therggsed level

of analysis performed for cost allocation issues.

MSR argues that Staffés proposal to incorpora
supported by evidence demonstrating that there has been insufficient change to warrant a new
study. MSR Br., BP14-B-MS-01, at9. MSR states that in the 23id] years since the 1996

study was done, the world has changed dramaticllyMS R asserts that Staff
segmentation study simply republishes the 1996 study without any datasipda This is not

true. The segmentation study presented in this case is a new study, not a repackaging of the 1996
study. Transmission Segmentation Study;1BFH-S-BPA-06; Blivenet al, BP-14-E-BPA-42,

at29. The facilities and associated da&@pdated to current conditions and reflect facility

additions, sales, retirements, and other appropriate chaSgese.gBliven et al., BR-14-E-

BPA-42, at 5658.

Decision

The level of analysis presented in this proceeding supports a segmenta@drobhas 34.5 kV
bright-line threshold.

Issue 4.1.3.6

Whether the 34.kV brightline threshold inappropriately relies on the nprecedential
settlement of the 1996 rate case.

Partiesd Positions

JP06 argues that the 34.5 kV bridine threshold for segentation is based exclusively on the
segmentation policy adopted in the 1996 rate case, which was the result gireceatential
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settlement. JP06 Br., BR4-B-JP0601, at2-5, 7-12. As a result, JP06 contends, Staff did not
perform an adequate studygupport its segmentation proposkl.

JP12 and Powerex also argue that Staff has not supported the 34.5 k\lifeigfimteshold, and

that instead Staff relies upon segmentation policies derived from the 1996 rate case settlement
that were intended toe temporary and neprecedential. JP12 Br., BR-B-JP1201, at3-6;

Oral Tr. 273; Powerex Br., BP4-B-PX-01, at5, 1013; Powerex Br. Ex., BR4-R-PX-01,

at3-6. Citing Commission precedent, Powerex asserts that it is inappropriate to rely on
settlenents in litigated proceedings because they are not precedential. PowerexBtBBP
PX-01, at11-12 (citing Transcontinental Gas Pipe Line Cor39 FERC %1,002, aP 63

(2012)). Powerex also argues that Staff has not performed a technical anglysti$y the

34.5kV bright-line threshold. Powerex Br., BR}-B-PX-01, at5; Powerex Br. Ex., BR4-R-

PX-01, at 36.

Powerex argues that the statement in the Draft ROD that Staff proposed a segmentation based on
its own merits, which is the same as tine adopted in the settlement, is a distinction without a
difference. Powerex Br. Ex., BR&-R-PX-01, at 45, 7. Powerex claims that Staff relied on the
segmentation adopted in the 1996 settlement and did not do any further analysis to support it for
the FY 20142015 rate periodld.

BPA Staffodés Position

Staffés segmentation study, documentation, an
brightline threshold. Bliveret al, BP-14-E-BPA-42, at29 (citing Transmission Segmentation

Study, BR14-E-BPA-06; Documentation, BR4-E-BPA-06A; Messingekt al.,BP-14-E-

BPA-29). The analysis Staff presented in the Initial Proposal identified each transmission

facility BPA owns, the segment(s) it is assigned to, the total investment for the facilityhean

threeyear historical O&M costs for the facilityd. Staff fully explained the policy basis of the

34.5kV bright-line threshold. Bliveret al, BP-14-E-BPA-42.

Staff acknowledged that the 349 bright-line threshold originated with a ngmrecdential
settlement.ld. at27-28. However, that does not preclude a party to the settlement from making
the same proposal in a later rate cdsle. The settlement means only that a party cannot rely on
the settlement as precedeid. at28. Staff dd not mention the 1996 rate case settlement in its
Initial Proposal because it did not rely on the settlement as precedent in thiklcase.

Evaluation of Positions

JP06, JP12, and Powerex spent a considerable amount of effort in briefs and at wr@h&argu
emphasi zing that St af f 6 grededentitl setiemer® froonphe 986 rel
rate case. JPO06 Br., BR-B-JP0601, at2-5, 7-12; JP12 Br., BA4-B-JP1201, at3-4; Powerex

Br., BR-14-B-PX-01, at5, 1013; Oral Tr. 273. In doingo, these parties assert that BPA has

failed to support the 34.5 kV brighhe threshold for this rate period.
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Although Staff acknowledged that it relied upon the work done in the 1996 case, it did not cite
the 1996 settlement, nor its resulting segnt@maas precedent for use of the 34.5 kV bright

line threshold in this caseéSeeBliven et al, BP-14-E-BPA-42, at27-28. The 1996 rate case
settlement does not preclude Staff from proposing the same segmentation now. More
importantly, the record in th case demonstrates that Staff supported the 34.5 kV tinght
threshold based on the policies and facts that exist today.

The Transmission Segmentation Study, Documentation, and testimony explain the segmentation
process, define the segments, andtiflerach transmission facility BPA owns, the segment(s) it

is assigned to, the total investment for that facility, and the-§eaehistorical O&M costs for

that facility. Transmission Segmentation Study; BFFS-BPA-06; Documentation, BR4-FS
BPA-06A; Messingeret al, BP-14-E-BPA-29.

Staff provided significant detail regarding how the 3d/%oright-line threshold is consistent

with BPAOGs | ongstanding uniform rates policy,
Bliven et al, BP-14-E-BPA-42. Staff also provided a technical explanation showing how the

brightline threshold provides a reasonable delineation between transmission and distribution

like uses on its system today using the 3&/5acilities serving the City of Minidoka, Benton

Rural Electrical Association, and Blacklgne Cooperative and six other members of PNGC as
examples.ld. at22-23, 333 4 . Toget her with kVREIiBeS serviagn al ysi s
PNGC members, the analyses on the record in this case showltast &3 er cent of BPA«
34.5kV facilities are performing a transmission function. Blietral, BP-14-E-BPA-42, at33;

see als@cott and Carr, BR4-E-JP0303, at12-13, Attachment 3.

That Staffodés proposal may b énatditlemestdoesenotas t he
invalidate it. As set forth above, Staff performed the analysis to support its segmentation

approach for this rate period. While that approach is very similar to the approach set forth in the
1996 rate case settlement, theenidee i n t he record demonstrates
supported for this rate period on its own merits.

Decision

The 1996 Rate Case settlement waspracedential, and it would be inappropriate to rely on

the settlement as precedent. That does neteler, preclude BPA or any other party from

proposing a segmentation, based on its own merits, that is the same as that adopted in the
settlement. The issue in this case is whether the proposal should be adopted based on the
justification offered in thisase. The 34.%V brightline threshold to distinguish Network

Integration facilities from Utility Delivery facilities is supported independent of the non

precedential settlement agreement from the 1996 rate case. THe/3dright-line threshold is
suyported based on policies and facts as they e
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Issue 4.1.3.7

Whether the 34.6V brightl i ne t hreshold is inconsistent
Methodology.

Partiesd Positions

JP12 argues that it is not appropriate for BBApply a 34.%V brightline threshold tats
facilities when it requires exchanging utilities to use ak\M %hreshold for average system cost
purposes. JP12 Br., BR+-B-JP1201, at 22. According to JP12, allowing# to include
facilities at 34.5V and above in its trangssion cost componenthie restricting the
exchanging ulities to facilities at 11%V and above is inconsistent and incorrdct.

JPO06 argues that setting the brighe thresholdat34kV i s i nconsi stgent
System Cost Methodology. JP06 Br.,-B£B-JP0601, at 7.

Powerex argues that BPAOGs current Ave-nage

threshold of 11%V to determine transmission expenses and then determines whether facilities
Seve

servea ransmission function based on H%EZBRCOSs
PX-01, at13. Yet, for its own transmission ratemaking purposes, Staff proposes alineght
threshold substantially lower (at 34¥). Id. at 1314. Powerex claims th&aff makes no
effort to expain this incomistency. Id. at 14.

BPA Staffodéds Position

wi tf

Sys

BPAGOs Average System Cost Methodol ogy establi

utility has not performed the required separation of transmission and distnidogs the
115kV threshold govern. Bliveat al, BP-14-E-BPA-42, at 45. BPA has never applied this

backstop to deter mi ne a hyStaff locumenteytbesvariaug er age s

voltage levels that different utilities use in their aversggem cost filingsld. at 4546. Most
of the voltage levels used for average system cost filings are significantly beldiv 115
Id. at46.

Evaluation of Positions

BPA developed the 2008 Average System Cost Methodology (2008 ASCM) in conjunction with

BPAGs i mplementation of the Residential EX
of the Northwest Power Act. 16 U.S.C. A 8
power to BPA, which BPA must aqafthepower. BPA t h
then simultaneously fAsellso to the wutility

accept, at a rate BPA develops pursuant to sectafrthe Northwest Power AcSee, generally,

16 U.S.C. § 839¢e(b)(1), (2). In pra&jao actual power is exchanged between BPA and the
utility. Instead, the two rates are compared, and if the rate at which the utility sells power to
BPA(.e,t he utilityds ASC) is higher than the
(.e,thePF Exchange rate), then the difference

c h
39
e

S5 SO O

a

rat
i s

and farm load, and converted into a cash payment to the uglisg.e CP Nat 6 | Corp v.
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Power Admin.928 F.2d 905, 907 (9th Cir. 1991). The 2008 ASCd BPA-created rule that

provides the administrative rules regarding the permissible costs that may be included in a
utilitydos ASC. The sole purpose of the 2008
voluntary REP.

The 2008 ASCM permits a participatinglity to include transmission costs in its ASC
calculation. See2008 ASCM Final Record of Decision at 128. To distinguish between
transmission facility costs, which are included in ASC, and distribution facility costs, which are
not, BPA includesristructions in Endnote i of the 2008 ASCM. Endnote i provides as follows:

If a Utility has a ruling from its Regulatory Body that separates its transmission

and distribution |ines using the Commissio
888, as amendeby Order 890, and its FERC Form 1 filing is consistent with the
Regul atory Bodyds order, t h erelated dostsi t y wi | |

and wheeling revenues directly from its FERC Form 1 filing. However, if a

Utility is not required to file #ERC Form 1, or it has not received an order from

its Regulatory Body separating its lines between transmission and distribution,

then it must perform a Direct Analysis on its transmission costs and wheeling

revenues. The Direct Analysis must allocatengraission costs and wheeling

revenues so that only the costs and revenues of transmission lines rated at 115kV

or above are included as transmission. Alternatively, the Direct Analysis may use

the Commi ssionds seven f ac tamdistribiant for se|
lines to determine the costs attributable to transmission.

In short, Endnote i of the 2008 ASCM offers a utility participating in the REP two methods for
determining transmissiene | at ed cost s. Firstovedtfe t he uti | i
separation of the wutilityds transmission and
Factor Test, and the utility submits a FERC Form 1 to BPA based on that separation, BPA will

use the transmission data in the FERC Form 1 inestablgshit he wut i I i tydés ASC.
utility (such as a COU) is not required to file a FERC Form 1, or its regulator has not approved
separation of its transmission and distribut:i
the utility may either usa brightline test of 11KV or perform its own analysis using the

Commi ssionds Seven Factor Test.

The recognized authority for distinguishing between transmission and distribution facilities for

public utility jurisdictional purposes is Order No. 88omoting Wholesale Competition

Through Open Access Ndnscriminatory Transmission Services by Public Utilities; Recovery

of Stranded Costs by Public Utilities and Transmitting Utilit@sder No. 888, FERSTATS. &

REGs 131,036 (1996)p r d e r  oOmderme. B88g FERCSTATS. & REGS 131,048,0order

on r,Orded go. 888, 81 FERC 161,248 (1997)p r d e r  pOmnderrNe. B&8Y

82FERC 161,046 (1998)af f 6d i n rel evant part sub nom. Tr
Group v. FERC225 F.3d 661D.C. Cir. 2000)a f f 6d sub nom.,53&81 Yor k v.
(2002).
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In Order No. 888, the Commission undertook, among other things, to develop a series of tests
that would assist in the determination of which facilities used for unbundled retail vgheelin
should be considered local distribution facilities subject to the jurisdiction of the state.

Several parties in this proceeding point to E
inconsistent treatment of its segmentation. Specifically, JPI&, And Powerex argue that it is
inconsistent for BPA to require exchanging utilities to use akVlthreshold for determining

network facilities for ASC purposes under the 2008 ASCM, but then establish alioeght

threshold of 34.%V for determiningts own network facilities. JP12 Br., BR-B-JP1201, at

22; JP06 Br., BR4-B-JP0601, at 7; Powerex Br., BP4-B-PX-01, at13-14.

These arguments are misplaced, however, because the 2008 ASCM contains no requirement that
exchanging utilities use tHEL5kV limit as the voltage for determining network and distribution

facilities. Rather, the ASCM establishes a backstop voltage threshold la¥ 1d/&ich is

applied only if a utility has not separated its facilities between transmission and distrilbatio

the utility also chooses not to conduct its o
Test. Blivenet al, BP-14-E-BPA-42, at 45. The 2008 ASCM permits a utility (or its regulators)

to make its own determination as to the appropriate sepatzetween transmission and other

facilities, and applies the 1 limits only if the utility chooses not to make any separatiiah.

Thus, there is no internal i nconsistency betw
system and the funainalization criteria established in the 2008 ASCM. BPA controls the

former, but not the latter.

Powerex also contends that BPA uses both the Bliightl15kV threshold and the

Commi ssionds Seven Factor Test 6@Mkbeusesr mi ne t
neither of these metrics for its own facilities. Powerex Br-1BMB-PX-01, at13-14. Again,

Powerex misstates the 2008 ASCM. As noted above by the plain language in the 2008 ASCM,

a utility may choose to use either the IKhbthreshold o its own direct analysis using the Seven

Factor Test. Endnote i does not require the utility to use both.

Moreover, BPA must include only power and transmission costs in AS&=.6 U.S.C.

§839c(c); 2008 ASCM. Otherwise, BPA would be including-eschangeable costs in
investorowned wutilitiesd ASCs and thereby i mproper
benefits. Therefore, BPA must include only power and transmission costs in S8€l6

U.S.C. 8839c(c); 2008 ASCM. Otherwise, BPA woudd including norexchangeable costs in
investorowned wutilitiesd ASCs and thereby i mproper
benefits. Therefore, the 1X¥ threshold in the 2008 ASCM is intended to be a conservative

measure for transmission.né@note i is structured to provide an incentive for utilities to separate

their systems pursuant to the Seven Factor Test. Both the beginning and the end of Endnote i
point to the Commissionds test for ltketer mi nin
chooses not to do this work, the 15 limit serves as a safe, conservative measure of

transmission. This higher limit also means that fewer transmission costs would be included in

the utilityds ASC, | ower i ng REPh @husytheilllsV/limit 6 s b en
in Endnote i of the 2008 ASCM is not intended to be an expression by BPA of the only correct

BP-14-A-03
Chapted.01 Transmission Topics
Pagell5



means of functionalizing a system. Rather, it is a simple, conservative way of demarcating
transmission facilities for purposes adtdrmining an ASC when a utility chooses not to segment
its system pursuant to the Commi ssion6s facto

Powerex claims that the 34% brightl i ne t hreshold i s fisubstanti a
used for establishing ASCs. Powerex Br.;BPB-PX-01, at 1314. However, Staff

demonstrates that this is not so. Out of the eight utilities that file for ASCs with BPA, three use
thresholds of 46to50 V, gener al |l y i n t hkVtweshold;threaathgre as S
use thresholds of 55t®& V, sl i ghtly higher than Staffds th
115kV. Blivenet al, BP-14-E-BPA-42, at 454 6 . No utility uskw JP126
threshold, including Snohomish, a member of JP12.

JP12 further argues that both BPA e exchanging utilities should use the same definition of
transmission facilities in order to correctly implement the Northwest Power Act. JP12 Br.,
BP-14-B-JP1201, at 22. JP12 offers no basis for this assertion. Neither the 2008 ASCM nor
sections f@and 7 of the Northwest Power Act require BPA to develop its transmission rates to
exactly fimatcho the transmission voltages tha
ASCM Record of Decision requires ®&BMAth¢ o i ncl u
PFExchange rate in response to the same issue raised by Snohomish in 2008. 2008 ASCM ROD
at142. BPA has done so in this case (and has been doing so since 2008). BPA includes the

costs of transmission facilities, which include facilitie84t5kV and above, in the transmission

rates that are part of the PF Exchange rate. As noted above, tth&/ 3dctBshold is within the

range of thresholds used by most of the utilities that participate in the REP, which use thresholds

of similarly lowervoltages.

Decision

The determinations of which facilities are transmission facilities for purposes of the ASCM are
not relevant to segmentation. The 3d\b5brightline threshold does not raise a question of

inconsi stency wit h i8dilowédsdo dat&Srimd . its owrEdemahcationt i | i t y
bet ween transmission and distribution, and BP
determination in setting BPAOGsSs power and tran
Issue 4.1.3.8

Whether positions taken by BPA in otf@umsare relevantto thedetermination of whether the
34.5 kV brightline thresholds appropriatefor segmentation.

Partiesd® Positions

JP12 and Powerex argue that BPA has taken positions in other forums that are inconsistent with
Staff éds pr oy lorighélihe troeshold fordegmentation. JP12 Br.;BPB-

JP1201, at12-13; Powerex Br., BR4-B-PX-01, at5, 1314, Powerex Br. Ex., BR4-R-PX-01,

at 19. JP12 and Powerex cite BPAOGS comment s
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dockets (Commission &xket Nos. RM126-000 and RM127-000) and in Commission Docket

No. RM03818-000, in which BPA argued for a BES definition that included ak\0@oltage
threshold with certain inclusions and exemptions. JP12 Brl4BB-JP1201, atl3;

PowerexBr., BR-14-B-PX-01, atl4; Powerex Br. Ex., BR4-R-PX-01, at 19. JP12 also cites

two Commission proceedings involving Puget Sound Energy (Puget) in which BPA protested
Puget 6s pr oposed KkVtacdllites and abevé as rangmissiom. JBX2 Br5 5
BP-14-B-JP1201, at12-13. Powerex asserts that BPA relies heavily on Commission ratemaking
policy to support its proposed NCP cost allocation methodology in this case while eschewing
Commission ratemaking policy in the context of segmentation. PowereRmB14-B-PX-01,
at14-15.

BPA Staffods Position

The Commission has not used the BES definition for ratemaking purposes. é&laleiBP-14-
E-BPA-42, at44. Moreover, the fact that lowepltage transmission facilities may not be BES
facilities does ot alter the facts that (1) they are integrated with higloéiage transmission
facilities, and (2) they contribute to the transfer of bulk power and support the reliability of the
integrated systemid.

In the first Puget proceeding before the CommissiPuget proposed to remove all of itskds

and most of its 11&V facilities from its transmission function to keep them from being placed
under the control of the regional transmission organization (RTO) that was being considered at
that time. Id. at47. BPA protested because it was concerned that facilities that might be
important for regional transmission use and control were being excluded from the RTO in a
preemptive move without any examinatidd. In the second proceeding, Puget sought toemov
its 115kV and 55kV facilities back into the transmission functiold. at47. BPA protested
because Puget provided no evidentiary support for its inclusion ldf B&cilities in its

transmission functionld. at 48. BPA argued that Puget had notvymled enough information
supporting the appropriateness of the facility sHit.

Powerexbds assertion that Staff relies heavily
proposed 1NCP cost allocation methodology while eschewing Commission e&ieign policy

in the context of segmentation was raised for the first time in its initial brief. Therefore, Staff did

not have an opportunity to address this assertion.

Evaluation of Positions

JP12 and Powerex cite BPAOGs gdoakanehere BPAargueda Com
for a BES definition that included a 100 kV voltage threshold with certain inclusions and

exemptions. JP12 Br., BR4-B-JP1201, at 13; Powerex Br., BP4-B-PX-01, at 14Powerex

Br. Ex., BR14-R-PX-01, at 19.JP12 and Powerexgue that BPA has contradicted its 34.5 kV

brightline threshold proposal by commentingh a t , because of the West 0s
long distances between load pockets, utilities in the WECC use highiage facilities to

accomplish what is effestely a distribution functionJP12 Br., BPL4-B-JP1201, at 13;

Powerex Br., BPL4-B-PX-01, at 14.
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BPA6s reference to what generally constitutes
states should not be construed as a definitive statemei tha& 0 skV and Helow facilities

serve a distribution function. As expl ained
shows that the 34.5 kV brighihe threshold accurately delineates between transmission and
distributiortlike functions on & system.

The BES definition is irrelevant to BPAOGs tr a
transmission rates. The BES definition is used to determine the applicability of NERC reliability
standards; BPA has not found any cases where the Commissiaséd the BES definition for
ratesetting purposes for jurisdictional utilities. Blivedal., BP-14-E-BPA-42, at 44. There are

no reported cases applying that definition to jurisdictional utilities for ratemaking purposes since
the BES definition becae effective in 2007. In fact, the only case that BPA has found that
addresses whether the BES definition has any bearing on ratemaRintkeye v. ATSI

Buckeye Power, Inc. v. Am. Transmission Sys,, Imtal Decision, 142 FERC { 63,007,

2013WL 240892 (January 11, 2013). While a final order from the Commission has not yet been
issued in that case, the administrative law judge has recommended rolliBgBdacilities into
ATSI 6s net wor k It atR 494°nFinalys in theYNOPRs$uedsprior to

Order773, the Commission expressly acknowledged that facilities that fall outside of the
definition of bulk electric system are not necessarily local distributRevisions to Electric
Reliability Organization Definition of Bulk Electri8ystem and Rules of Procedustice of
Propos7ed Rulemaking, F&d. Reg. 39,857 (July;, 2012) 13FERC 961,247, at P 60, n.79

(2012)!

JP12 also cites two proceedings before the Commission involving Puget Sound Energy in which
BPA intervenedand pradet ed Puget 6s proposed functionali za
not provided sufficient evidence supporting its proposals. JP12 BA4ERIP1201, at12-13.

BPAGs protests in these KYwightlieedhreshgld. Intledfirsn ot 1 m
proceeding (Commission Docket No. ELB2-000), Puget proposed to remove all of itkd5

and most of its 11&V facilities from its transmission function to keep them from being placed

under the control of the regional transmission organizdRdrO) that was being considered at

that time. Bliveret al, BR-14-E-BPA-42, at47. BPA protested because it was concerned that

facilities that might be important for regional transmission use and control were being excluded

from the RTO in a preemptivaove without any examinatiorid. Even assuming that this case

is relevant to segmentation (which it is not)
position here:lowev ol t age facilities should have remain
Id. at47-4 8 . I n fact, in its protest, BPA cited Cc

is no uniform breakout point between transmission and distribution, it appears that utilities

® See footnote 4, above. An Initial Decision by an Adstmative Law Judge is not binding on the Commission.

"'t is correct that a Commissionés Final Rul e trumps ar
as JP12 contends. JP12 Br. Ex.;BPR-JP1201, at 6 (citingRiverland Farms, Inc. Wadigan 958 F.2d 1479,

1486 & n.6 (9th Cir. 1992)). JP12 agrees with the point Staff is making here, however, that transmission facilities

that fall under the BES definition are a subset of transmission facilities. JP12 Br. Ex;mBPP1201, at 67.
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account for facilities operated at greater thak\8@s transmission and that distribution facilities

are usually less than 40V . 0 Bonnevill e Power Administratioc
at 7 n.19, Commission Docket No. EL-02-000 (May 17, 2002) (citing Order 888, FERC

STATS. & REGS 131,036, at 31,9Bn.100).

The question in the Puget proceeding was which facilities belonged under the control of an RTO.
Puget 6s action was an effort to prevent the
Puget s facilities. Bom transmissiondot distobotiad pridtoa g t h e
determination of need by the RTO, Puget was creating the potential of gaps in the formation of a
reliable and coherent system for the RTO to manage. Ultimately, Puget refunctionalized the

facilities to distrilution without further protest from BPA. The RTO never formed, so the
guestion of how Pugetdés facilities interacted

In the second proceeding (Commission Docket No. ERAR000), after the possibility of an

RTO had faded?uget sought to move its 1k%¥ and 55kV facilities back into the transmission
function. Blivenet al, BP-14-E-BPA-42, at47; see alsdBonneville Power Administration

Motion to Intervene and Protest, BB-E-PX-01-ATO7. BPA protested because Puget pdeu

no evidentiary support for its inclusion of B9 facilities in its transmission function. Bliven

etal., BR-14-E-BPA-42, at4 8 . Puget 6s onl y skvfagliesihitsf or i ncl
transmission function was that it planned to upgradestfaaslities to 11%V. As a Puget
transmission ratepayer, BPA was concerned that Puget had not provided enough information
supporting the appropriateness of the facility sHift. BPA had a responsibility to its ratepayers

to ensure that the costs tHi2PA was paying to Puget were reasonable and justifiable, no
different from the responsibility JP12 and Powerex are exercising in this case. The Puget case
ended with a settlement that allowed Puget to return itk¥Ind 55kV facilities to its

transnission function. BPA did not oppose this refunctionalization in the final disposition of the
case.ld.

Powerex also asserts that Staff relied heavily on Commission ratemaking policy to support its
proposed 12 NCP cost allocation methodology while esclge@ommission ratemaking policy

in the context of segmentation. Powerex Br.;BFB-PX-01, at 141 5 . I n fact, Staf
proposed segmentation is consistent with Commission policy. The Comniission

demonstrated a consistent policy favoring reliedransmission pricing where the system

operates as an integrated whotalifornia Dept. of Water Resources v. FERIB9 F.3d 1029,

103738 (9thCir. 2007). The 34.5V brightl i ne t hreshol d aligns with
pricing policy twgrktramsmissiomfagiliiesn BPA&dSs ne

Decision

Positions taken by BPA in other contexts are not at issue here and have no bearing on the
decision. As set forth above, the evidence in this case supports the adoption of the 34.5 kV
bright-line threshold.
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4.2 Transmission Revenue Requirement

421 Introduction

The transmission and ancillary services rates being established in this case are designed to
recover BPAG6s costs as set forth in the trans
generation and transmission revemaquirements using separate repayment studies, consistent
with the Commi s éUnndedl B8 4t ersdBdireyple Powerf Ener gy
Admin,26FERC 61, 096 (1984) . Rates to recover the
revenue requirenm are being established in the power portion of thelBlease. The costs

established in the power portion of the case also includebntness line costs that one

business line charges to the other. For example, Power Services charges TransemndsiEs S

for the costs of generation inputs used to provide ancillary services and for the annual costs of

the U.S. Army Corps of Engineers and U.S. Bureau of Reclamation transmission facilities that

are included in the network and utility delivery segmenrtsansmission Services establishes

ancillary and control area services rates to recover these costs and passes the revenues on to
Power Services. For additional information, please see ROD section 3, Generation Inputs

Topics.

Consi st ent tuwdrytobligaBoRsAtbegsransnisaion revenue requirement establishes
the |l evel of revenue required to recover all
include the Federal investment in transmission and transmissfporting facilities; oprations

and maintenance (O&M) expenses; transmission marketing and scheduling expenses; the cost of
generation inputs for ancillary services and reliability; and all other transmisdaiad costs

incurred by the AdministratorTransmissiorRevenue Ragirement Study (Study), BRP4-FS

BPA-08, section 1.1.

4.2.2 Revenue Requirement Development

BPA develops its revenue requirement to recover its costs in conformance with its statutory
obligations and the financial, accounting, and repayment requirements céphetiident of
Energyds Orderld No. RA 6120. 2.

As described in the Study, BPA calculated its transmission revenue requirement for the
FY 2014 2015 rate period using a cost accounting analysis consisting of three components:

1 Repayment studies are condutfer each year of the twgear rate period to
determine the schedule of amortization payments and to project annual
interest expense for bonds and appropriations that fund the Federal investment
in transmission. Repayment studies include-g§&&r repayrant period.

1 Operating expenses functionalized to transmission and minimum required net
revenues (if needed) are projected for each year of the rate peri@d{8Y
2015).
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1 Annual planned net revenues for risk (PNRR), if any, are determined based on
therisksk i denti fied, BPAOGS cost recovery goal

Based on these analyses, BPA sets the transmission revenue requirement at the revenue level
necessary to fulfild]l BPAG6sS cost recovery requ
No. RA 6120.2 requires that BPA demonstrate the adequacy or inadequacy of its existing rates to
recover its costs. BPA conducts a current revenue test to determine whether transmission

revenues projected from current rates meet cost recovery requirements &be tiestrand

repayment periods. If the current revenue test indicates that cost recovery and risk mitigation
requirements can be met, BPA can, on that basis, choose to extend current rates. The current
revenue test showed that current rates were ingarifito demonstrate cost recovetyl.

After calculating proposed rates, BPA conducts a revised revenue test to determine the adequacy
of the proposed rates. The revised revenue test determines whether projected revenues from
proposed rates will meebst recovery requirements for the rate test and repayment periods.

BPA has proposed to increase the transmission rates to ensure cost recovery. The revised
revenue test demonstrates that the rates proposed are sufficient to meet cost recovery
requiremerd for the rate test and repayment periods.

4.2.3 Assumptions About the Use ofinancial Reserves Attributed toTransmission

In the Initial Proposal, as in the previous four rate cases, BPA proposed to use $15 million of
cash reserves attributed to TransmoissServices (generally referred to below as reserves or
financial reserves) in each year of the EXY14 2015 rate period (a total of $30 million in the
two-year rate period) as a funding source for transmission capital programs, rather than using
Treasuryborrowing authority. This reserve financing assumption is included in the rate period
revenue requirements. Homengkal, BP-14-E-BPA-31, at 6. The use of additional financial
reserves attributed to Transmission to mitigate the proposed rate engedscussed in
Issue4.2.5.5 below.

4.2.4 Transmission Risk Analysis

In the 1993 Final Record of Decision, BPA determined that, as adongpolicy, it would set

its rates to maintain financial reserves sufficient to achieve at leagiex@mnt probabilit of

meeting Treasury payments in full and on time for eachy®ar rate period. 1993 Wholesale

Power and Transmission Rate Pr opo-93Al02, Admi ni s
at72-73.

The probability of meeti ngi BPtAbes pfrriemaruy ymeas
ability to recover its costs. BPA has applied the same risk analysis for t@14Y2015 rate

period as in the past. Lovetal., BP-12-E-BPA-32, at2. To achieve its target §®rcent

Treasury Payment Probability (TRBPA used the following risk mitigation tools:
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1. Starting reservesStarting financial reserves available for risk include cash
and financial instruments in the Bonneville Fund and the deferred borrowing
balance attributed to the transmission functiGeeStudy sectior2.2.1.

2. Planned Net Revenues for RIBRRR is a component of the revenue
requirement that is added to annual expenses. PNRR adds to cash flows so
that financial reserves are sufficient to mitigate shantvolatility in costs
and reenues and achieve the TPP goal. No PNRR was required to meet the
TPP standard in this rate filindd.

3. TwoYear Rate Periadlhe rates established in this record will be effective
for two years. The ability to revise rates after two years, or megeéntly if
necessary, serves as an important risk mitigation tool. Ayeao rate period
limits the effects of uncertaintyd. Moreover, BPA retains the right to raise
rates during the rate period if necessary.

To quantify risks, BPA used a Montab simulation method to analyze the effects of

uncertainty in costs and revenues on transmission cash flows. The analysis estimated the
probability of successful Treasury payment (on time and in full) for both years of the rate period.
Successful Treasy payment is deemed to occur when-efigear Transmission financial

reserves, after Treasury payments are made, are sufficient to cover the transmission liquidity
reserves requirement of $20 million. The liquidity reserves threshold is based on thi/men

cash flow patterns and requirements for the transmission fundtosection 2.2.2.

The risk analysis covers the period B§13 through FY2015. This timeframe is used to permit
analysis of the change in revenues, costs, and adoraakh djustments that are expected to
occur between the development of the Final Proposal and the end of the rate period. The
advantage of this approach is that financial reserves at the start of 2@LA2015 rate period
may be estimated, thus helping tdide the starting conditions for the rate peridd.

The Monte Carlo simulation is conducted in a spreadsheet model that incorporates the effects of
risk and risk mitigation to provide an estimate of stdtyear financial reserves for the first year

of the rate period and eraf-year financial reserves for each year of the rate period. The
estimates of endf-year financial reserves are used to determine the probability of Treasury
payments being made during the rate period. Financial reservedetietsend of a fiscal year
determine whether BPA is able to meet its Treasury payment obligadiosection 2.2.3.If

financial reserves are sufficient to cover working capital requirements at the end of the fiscal
year, it can be assumed that theabugy payment was made in full and on time that fiscal year.

Id. section 2.2.2.

The transmission risk analysis conducted for this rate case demonstrated thaidte=06
Treasury Payment Probability standard is exceeded for tHZOEX 2015 rate perid. 1d.
section2.2.4 The risk analysis simulation included the use of $30 million in financial reserves
available for risk attributed to Transmission Services to fund capital projelctsection 2.2.2.

The risk analysis simulation for the Final Pospl also includes the use of $40 million in
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financial reserves available for risk attributed to Transmission Services to offset expenses, as
discussed in Issue 4.2.5.5 beloBeeStudy, BR14-FS-BPA-08, sectior.5 (discussing this use

of reserves). Spdic issues raised with respect to the revenue requirement and risk analysis are
addressed below.

425 Revenue Requirement and Risk Analysisssues

Issue 4.2.5.1

Whether BPA must use financial reserves attatt Transmission to offset costs and reduce

rates t o ensure that rates are established dfdwit
diversified use of electric power at the lowest possible rates to consumers consistent with sound
business principles.o

Partiesd Positions

Iberdrola and ICNU argue thasing reserves to offset costs and reduce the proposed rate
increase would be consistent with encouraging the widest possible diversified use of electric
power at the lowest possible rates consistent with sound business principles. Iberdrola Br.,
BP-14-B-IR-01, at 12; ICNU Br., BRL4-B-IN-01, at 3.

JP04 asserts that BPA should apply some of its available transmission reserves to reduce the
amount of transmission revenue requirement to be recovered through rates to satisfy the statutory
requirement thaBPA adopt the lowest possible rates consistent with sound business principles.
JP04 Br., BPL4-B-JP0401, at2.

Powerex argues that by proposing to further increase PTP rates when substantial amounts of
reserves are available, BPA is not establishiregldwest possible rates, and that BPA has not

shown that Adésound business principlesd re
and to further i ncr el&BRX-01, atB48% . 0 Power ex B

qui
;

BPA Staffodéds Position

BPA Staff did not ddress this issue, because it is a legal issue. Hometratk BP-14-E-
BPA-44, at 21. Staff indicated that it is committed to exploring uses of reserves that would
provide longterm benefit to the transmission system, but that BPA is not required tesesves
in any particular mannernd. at 18.

Evaluation of Positions

| berdrol a ar gues -Hdiextion of teamsmission revennes is tohsesterm with r
BPAG6s directives to set transmi s swithosound at es at
business princi p-L4eBdR-01, at 1P. HEN\U dsserts that uBing.exces8 P
reserves to offset the proposed rate increase
BPAG6s mission 06t o enc o ufiedaugeeof etedirie power dt thelowesi o s si b
possible rates consistent wit hl4dB-tNOh, dt3busi ness
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JP04 asserts that in order to satisfy the statutory requirement that BPA adopt the lowest possible
rates consistent wittband business principles, BPA should apply some of its available

transmission reserves to reduce the amount of transmission revenue requirement to be recovered
through rates. JP04 Br., BR-B-JP0401, at 2. JP04 also asserts that charging rates tleattref

full cost recovery, instead of wusing reserves
obligation to ensure that rates are as | ow as
JPO04 Br., BP14-B-JP0401, at 17.

Powerex arguethat, by proposing to further increase PTP rates when substantial amounts of

reserves are available, BPA is not establishing the lowest possible rates and has not shown that
Adsound business principlesd r equsianddo further t o b o
increase r at esldB-PX-0R,@B43r5e x BrowerBP further arg
failure to adopt proposals to use $100 million of reserves per year of the rate period to reduce
rates fAruns counter tooBPAbabsiahuratgegsobhtga
rates to consumers consistent with sound busi
than necessary to meet the agencyl@dRPX0lnanci al
at24. (The assertiothat rates have been set higher than necessary is addressed in Issue 4.2.5.3.)

Section 9 of the Transmission System Act provides in part that rate schedules for the sales of
electric power and for the transmission of fieagderal electric power over thederal
transmission system shall be fixed and establ
diversified use of electric power at the lowest possible rates to consumers consistent with sound
busi ness IbUIS.E.8iB3BySandarlyo ection 5 of the Flood Control Act of 1944
provides in part that BPA shall dispose of th
encourage the most widespread use thereof at the lowest possible rates to consumers consistent
with sound business princgls 160U.S.C. § 825s.

Whet her BPAOGsSs rates have been set with fdAa vie
€ at the | owest possible rates consistent wit
A iasatter for BPA to decide, subjecto j u d i c iBanheville @owerédmin82 FERC

161,014, at 61,053 (1985). i#t not a matter for Federal Energy Regulatory Commission review.

Id.; seealso16 U.S.C. § 839e(a)(2).

AsnotedintheBR 2 Admi ni str at or 0 sNinBh&€iccaitrCdurt offApp&absc i si on
has found that the responsibility of fencour a
not a mandate to set the lowest rates possible without regard to any other business or legal

principle. 2012 Wholesale Power afidansmission Rate Adjustment Proceeding,

Admini strator 6s Fi nEA-ORa t238.rAd theoJourtDas explained: n , BP

the statutes do not dictate that BPA always charge the lowest possible rates.
16U.S.C.838g directs wihtah a@a aveewbetosehcdurag
| owest possible rates to consumersé. o The
do not constitute a statutory command that the prices charged to consumers

always be the lowest possible. Moreover, nearly every action by BBAdme
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arguable i mpact on future rates. Il f the
rateso standard [ wer e mad e ] € the disc
Admini strator would be eliminated?é. I n
lowestposi bl e rates is tempered by the addit
sound business principles.o 16 U.S.C. A 8

Id. at 12728 (quotingCal i f or ni a Ener gy Commdn v,909Badhnevi |
1298, 1307 (9th Cir. 199D)

TheNinthCicuit has held that the obligation to ope
affords BPA discretion to operate with a busiresented philosophyPublic Power Council v.

BPA 442 F.3d 1204 (9th Cir. 200RCO); Association of Pub. Agency Custers, Inc. v. BPA

126 F.3d 1158, 1171 (9th Cir. 199ARAQ0); Department of Water & Power of the City of Los

Angeles v. BPA759 F.2d 683 (9th Cir. 1989)ADWBP . C ohasgdelegates] to BPA the

di scretion to deter mi neesifterests coresistant withoits guldlic t h e r
mi s s i Alcoa,lric.ov. Bonneville Power Admin. (Alco&P8 F.3d 774, 789 (9th Cir. 2012)
(quotingAPAC,126 F.3d at 1171).

It is not the case that BPRustuse financial reserves attributed to Transmissioni&ss in this

rate case to mitigate the rate increaseto sdtidiye di recti ve t o establish
encourage the widest possible diversified use of electric power at the lowest possible rates to
consumers consistent with sound businessprip | es . 0A 8%8d).. S.Eartiesod p

use $100 million or more of reserves to reduc
higher interest costs and would do nothing for the d@mm benefit of the transmission system.

Homenicket al, BP-14-E-BPA-44, at 1421. BPAiscapitat onst r ai ned and, i n t
climate, the I|Iikelihood of securing additiona

proposals are not consistent with sound business principles,felierproposed use of reserves
would result in lower rates in the FY 202015 rate period.

Staff described sever al concerns with the par
reserves.ld. at 1517. Staff persuasively testified that using whatuld amount to on¢hird of
the agencyb6s tot al reserves could very Ilikely

possibly enough for them Itatld 8Awgsdawhgrad®PAOG S ¢
immediately after it filed its BR2ratesvi t h FERC, #Ain | arge part bec
by 36percent during 2009 and 2010 (approximately the same proportion that the parties would

have us commit to rate relief) and were expected to further decline as a result of the filed rates

Id. Staff explained that the rating agencies judge BPA as a whole and that its credit rating

depends on the financial health of the entire agetttyat 1516. Therefore, BPA cannot

consider reserves attributed to Transmission Services in isolation.alStaéxplained the

i mportance of BPAG6s credit rating and provide
a downgrade could havéd. at 161 7 . This testimony by BPAGs ex
reasoned and thorough examination of therisksd he parti esd proposal s.
would not be reflective of sound business principles to adopt the proposals to use $100 million or
more of reserves in each year of the rate period to offset costs and reduce rates.
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Onthe otherhandtSaf f 6 s testi mony demonstrates that ra
that there are several other uses of reserves that could haveronigenefits to the transmission
system.Id. at 2, 1920. For example, reserves could be used to further eeth@asury

borrowing in funding capital investment or to repay Treasury bonds in excess of the payments
already planned for the yeald. at 1920. Either of these uses would increase Treasury

borrowing authority and reduce interest expense and woyddB#A ensure continuing access

to capital. Id. at 20. Further, BPA could hold reserves in the Bonneville Fund or invest them in
Treasury securitiesld. at 19. In both cases the reserves would earn interest, which would offset
interestexpenseandrede costs, provide support for BPAOGS
for unexpected fluctuations in costsl. Staff also acknowledged that smaller amounts of

reserves could be used to reduce rates, possibly over several rate periods to easéitimettran

natural rate levels, while potentially creating less risk of a credit rating downgrade and still

leaving reserves available for other purpoddsat20-21. This testimony provides reasoned

evidence of alternative uses of reserves and thagrterm benefits to the transmission system.

These longerm benefits demonstrate that a decision to adopt an alternative use of reserves,
including using a | esser amount to reduce rat
interests consistent wiits public mission and would be consistent with sound business

principles.

JP0O4 asserts that the evidence provided in St
guantification or adelgRH0461, at 141bp 1O ssedsthat) P04 Br
Staffdéds Aobjections have no reasoned basiso a
case is fAunjustified adnaill,ils JROA &lso bseedsthatttend cap

evidence Aprovi dteec ado ptas i PG Héds fraedommendat i
financial reserves to offset the transmission revenue requirement. JP04 Br.-EA-RBAP04
01, at 3;see alsaJP04 Br., BPL4-B-JP0401, at 1314.

Powerex similarl y aysssseecutative. tPomwerex BS,tB&-B-PX304, t est i m
at37. Staff has provided persuasive evidence to support its position, however, as described

above. Staff identified the risks of using $I@lion or more of reserves per year of the rate

period to offsetosts and explained why it was concerned that doing so could lead to a credit

rating downgrade. It is not possible to predict with certainty how rating agencies will $esct.
Homenicket al, BP-14-E-BPA-44, at 15. In light of that uncertainty, Stpfbvided its expert
opinion, based on its observations and knowl e
proposals.ld. at 1417. Staff also provided its expert opinion regardingeral alternatives and

their impacts.ld. at18-21. Staff hagustified and supported its position.

Powerex also asserts that #A[t] here is no test
nearly half a billion dollars in financi al re
ot her r evesoBrn &x., 8PL4-RPPX-01, at 2223. BPA is not maintaining nearly half

a billion dollars in financial reservesavailable for risk attributed to TransmisSieeStudy, BR
14-FSBPA-08, section 2.2.4. The expected value of reserves as of the EMAR2015 reserves

is $386 million. Study Documentation, BR-FS-BPA-08A, Chapted0.7. This is a significant
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sum, but i1t is not Anearly half a billion dol
advocated by parti&s$40 million of reservewill be used over the rate period to reduce
transmission ratesSeeinfra Issue 4.2.5.5. Finally, the evidence fully supports the need for
substantial financial reserves and the risks if larger amounts of reserves are used to reduce rates.
Homenicketal., BP-14-E-BPA-44, at 1421.

Staffdés testimony provides persuasive eviden
of reserves, as some parties propose, coul d
thus could increase costs forstomers overall. As such, using a large amount of reserves to

offset costs would not be consistent with sound business principles, even if it would result in

| ower rates in this rate case. Furt hede, St af
a benefit to the transmission system and reduce overall costs to customers, whether through
reduced interest expense or increased income or preservation of Treasury borrowing authority.
SeeHomenicket al, BP-14-E-BPA-44, at18-21. These benefits add extend over multiple rate

periods, rather than only one rate periddl. Therefore, any of these uses reflects sound

c
h

business judgment in furtherance of BPAOGs mis
principles.
Decision
The requirementtoset abl i sh rates fAwith a view to encour

of electric power at the lowest possible rates to consumers consistent with sound business
principleso does not require that Bdd® use fin
Transmission in this rate case to offset costs and reduce rates.

Issue 4.2.5.2

Whether the 95 percent TPP standard is a minimum threshold to satisfy repayment requirements
and a maximum threshold to keep rates as low as possible.

Partiesé& Position

JP0O4 asserts that the TPP standard of 95 perc
that instead this standard was intended to measure both whether rates are sufficient to meet
repayment requirements and whether they are as low as possiiaunwith sound business

principles. JP04 Br., BR4-B-JP0401, at 34. JP04 argues that a TPP of 99.9 percent indicates
that the rates are hi gh eld at8.hPawerepsamnilany atgtees d by B
that viewing 8hhédo9asparc¢éwbobrt hrather than a
the decision in the 1993 rate case that the 95 percent standard wasgeartofigancial policy

that BPA would adhere to in future rate cases. Powerex Br. EXLABPPX-01, at 24, 28.

s Position

f 6
Because th
it

i's 1T ssue was raised for the first t
opportun y to respond. I n general, Staffds
BP-14-A-03
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(that is, Treasury payment was madéath years of the rate period in at least 95 percent of the
Transmission Risk Analysis Model 6s 3,500 game
when TPP meets or exceeds 95 percent, no furt
indicated thg if the TPP threshold is met, it has no effect on rates. Levall, BP-14-E-

BPA-32, at 2; Homeniclkt al, BP-14-E-BPA-44, at 3.

Evaluation of Positions

JP0O4 argues that the 95 percent TPP standard
JPO4Br., BP-14-B-JP040 1 , at 8. JP0O4 appears to be respo
rebuttal twhentTPRMobelgw 96 peecent, the resulting action is typically to

raiseit to 95percent by including sufficient PNRR in the revenue requirem@éfiten TPP

meets or exceeds 95 percent, no action is regq
Homenicketal., BP-14-E-BPA-44, at 3. As Staff explained:

TPP has no bearing on revenue requirements and, thereby, on rates unless Planned
Net Revene for Risk (PNRR) is included. The basis for BPA to set rates is to
recover the costs identified in the Revenue Requirement Study (Stud{}-BP
BPA-08. Rates are established at the lowest level such that the forecast of total
revenues in the rate ped will be at least equal to the forecast of total expenses,
and the forecast of cash inflow will be at least equal to the total of all cash
requirements in the rate period. After rates are calculated and resulting revenues
forecast, the risk analysis teswhether sufficient reserves available for risk
attributable to Transmission (TS Reserves) are available to meet the 95 percent
TPP standard. If TPP is below the 95 percent standard, PNRR is added to the
revenue requirement. Since TPP exceeded the2@%mt standard in the Initial
Proposal, no PNRR was necessary. There is no other way in which TPP affects
the revenue requirement. Consequently, TPP did not cause rates to be higher than
they otherwise would have been.

Homenicket al, BP-14-E-BPA-44, at 2 (internal citations omitted).

The Transmission Revenue Requirement Study includes a similar explanation, noting that the
appropriate amount of PNRR to add to the revenue requirement when TPP is bpkneedb is

the amount that is just sufficiertt increase TPP until it meets the TPP standard. Study4BP
FSBPA-08, section 2.2.1. Thus, rates are established at the lowest level that ensures that the
revenue requirement is recovedethat the forecast of revenues is at least equal to the forecast
of expenses, and the forecast of cash inflow will at least equal cash requirements. Hetnenick
al., BP-14-E-BPA-44, at 2. The mechanisms for testing rates to ensure that they are adequate to
recover the revenue requirement are the current and revisstieetests. Study, BR-FS

BPA-08, sections 3.2, 3.4. The only way in which TPP has any impact in this calculation is if
TPP is below 95 percent and PNRR must be added to the revenue requirement. Hehagnick
BP-14-E-BPA-44, at 2.
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JPO4states hat a TPP of 95 percent ARis reflective ¢
principles and BPAOGs ability t d4Be®dl, atd& s st at
see als@JP04 Br. Ex., BR4-R-JP0401, at 3. JP04 apparently refesssection 9 of the

Transmission System Act, whignovides that rate schedules for the sales of electric power and

for the transmission of nelRederal electric power over the Federal transmission system shall be
fixed and establ i sdgette widest ppdsibleadiversifiedwse ofelectrio ¢ o u r
power at the | owest possible rates to consume
16 U.S.C. § 838g.JP0O4argues that the 95 percent standard was intended to measure whether

rates are sufficidrto meet repayment requirements and whether they are as low as possible
consistent with sound business principles. JP04 Br148B-JP0401, at 6.

Powerex argues that BPAGO6s adoption of the 95
95 percentevel of repayment probabili®y no more and no ledsis the level of revenue
certainty that is consistent with sound busin
Powerex Br. Ex., BA4-R-PX-01, at 27. Powerex adds that implementing the 9%eperc

threshold as a minimum, rather than a maximum, would conflict with the decision in the 1993

rate case to adopt the 95 percent standard asdleng m f i nanci al policy the
to i n f ut uldat28 #®dwerexdustiereasguttat there is no evidence to support a

decision that the lonterm financial policy should be modifiedid.

The 95 percent TPP standard is a policy tool BPA adopted to help ensure that it can make its
Treasury payments in full and on time during the @eriod. Study, BR4-FS-BPA-08, at 14.

It is not a statutory requirement or standard. The fact that it may be exceeded, or, for that matter,
may not be met in a particular rate period do
Seeid. TheTPP standard measures the probability of Treasury repayment; if gex&@mnt

standard is met, then TPP has no effect on rate levels. Hone¢mckBP-14-E-BPA-44, at 2.

JP04 and Powerex base their assertions that the 95 percent standard was toteredsure

whether rates are as low as possible consistent with sound business principles on quotes from the
Admi ni stratorés Record of Decision from the 1
(1993 ROD), in which the 95 percent standard was tadags a longerm financial policy that

would be adhered to in future rate cases. JP04 Br18BBRJP0401, at6, 8; 1993 ROD,

WP-93-A-02, at 7273, 68.

The 1993 ROD evaluated BPA Staffodés proposal t
long-term policy to establish rates to maintain a level of financial reserves sufficient to achieve a

95 percent probability of making its U.S. Treasury payments in full and on time for each two

year rate period. 1993 ROD, \WR-A-02, at 69. The 1993 RODRIapted a Treasury payment

probability standard of 95 percent for eachyear rate period as a whole (that is, looking at the

rate period as one unit of timeld. Parties had proposed a 95 percent average annual standard,

in which the average of thegirabilities of making full Treasury payment in each year for five

years was at least 95 percefd. at 69, 71.In evaluating the positions, the 1993 ROD
demonstrated that 0 wheeanr pruatt e np ecroinopda rtaebrl nes ttwoo
term9p er cent standar d, perceneprdpgsa resdults e onyla 90epereenta g e 9
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standardovera ear r atlkatpefTlo0d.Dhe 1993 ROD -®imso exp
certainty of BPAG6s conti nued uldbe signiicantyof meet i
di mini shed wunder tdh(guotihgtestimony atdéar§hall pArncstpoogsWeR . 0
93-E-BPA-20, at 9). Thus, the 1993 ROD evaluated the 95 percent standard against a proposed
lower standard.

The 1993 ROD explained whyel®5 percent standard for each tyear rate period was
warranted:

As a matter of policy, the 95 percent probability Treasury payment standard

proposed by BPA is fully warranted, rather than the lesser probability standard

advocated by the Joint Customerdt reflects consideration and balancing of

BPAOS responsibilities to keep rates as | o
carry out its legally mandated responsibilities required under the Northwest Power

Act in a sound and businesslike manné€Fhis necessitates that a very high

priority be placed on making Treasury payments in full and on time and is
accomplished through the 95 percent lbegn Treasury payment probability

standard.

Id. at 71. The Record of Decision indicates that the I®tgrdard was advocated for by parties

that were opposed to any rate increases or additional costs needed to achieve the rate period

95 percent standardd. at 7:72. These parties essentially argued that the additional Treasury
payment certainty achievd by BPAGO6s proposed standard was n
Id. at 72. The 1993 ROD addressed these arguments, stating:

These arguments speak to the issue discussed earlier of the need to weigh and

determine the appropriate balance of BPA maimagjirihe lowest rates possible

while meeting its cost recovery requirements, which includes making its full

annual payments to Treasury on time. As discussed above, BPA has weighed

these considerations and believes the 95 percent rate period Treasurytpaymen
policy is entirely appropriate. The [ par
significantly reduce thelongper m certainty of BPAG&6s abil it
and meet its Treasury payments in full and on time.

Id. JP04 quotes the statementsa’egd i ng t he 95 percent TPP stand:

responsibilities to keep rates as | ow as poss
legally mandated responsibilities required under the Northwest Power Act in a sound and
businesslikenanner 6 and i nterprets t lpercetTPPstendeednt s t o

should not be treated as a floor. JP04 Br-1BMB-JP0401, at8. This interpretation is not

consistent with the context in which the Administrator adopted thpe8fentstandard. As

described above, certain parties argued that the TPP standard shiowdriban 95percent.

In response, the Administrator described how the 95 percent standard struck an appropriate

bal ancing of BPAO6s st atgedoesmnotsuppergan intergeatadon ors . T

BP-14-A-03
Chapted.01 Transmission Topics
Pagel30



conclusion that a calculated TRBove95 percent, even one of 9%8rcent, is not appropriate

or, in JP046s words, is finot permitted. 0
|l ndeed, in evalwuating the partitergudtedB®A i ti ons
Staffdés testimony explaining that dapplicatio

[the 95 percent standard] would result in BPA making its full annual Treasury payments in
bothyears inat least95 out of 100 e ar r at e ROD, WR93-A-020at701 9 9 3
(quoting Marshall, Armstrong, WB3-E-BPA-20, at 6) (emphasis added). This language and

the other statements in the 1993 ROD demonstrate that the 95 percent standard was adopted as a
minimum threshold.

Further, the 1993 ROD denstnates that the 95 percent TPP standard is aterngpolicy that

BPA adopted to support Treasury repayment, not to satisfy other statutory provi€83s

ROD, WR93-A-02, at 72.The 1993 ROD described the TPP as a measure of whether rates are
adequée to achieve the 95 percent level of assurance of meeting Treasury payments, and it
described measures that could be used to increase rates or reduce costs if rates were not
adequate:

The most fundamental aspect of the Financial Plan is thetéwnyg pdicy that

BPA will adopt which establishes the level of assurance of meeting Treasury
payments that rates must achieve, and the specific elements, or measures, that will
be adopted to achieve that level of assuranee,planned net revenues for risk,

the cost deferral mechanism, and the [Interim Rate Adjustment]. Once these
policies are finally adopted at the conclusion of this rate case, they will be applied
in subsequent rate cases, and the adequacy of rate levels will be tested and
established congent with the overall Treasury payment probability standard
adopted.

Id. The ROD did not discuss measures to reduce rates if the 95 percent level was exceeded.

TheAd mi ni strator concl uded -tem polityeBPAWIRPEBNtROD t h af
set its rates to maintain financial reserves sufficient to achieve a 95 percent probability of

meeting Treasury payments in full and on time for eaghe2a r r a tlee Tgkemasao d . 0

whole, the statements in the 1993 ROD demonstrate that BPA adopt@8 percent standard

asa minimum threshold and as a tool to support Treasury repayment. The statements do not

support an interpretation that the @&rcent standard was also intended to be a measure to
determine whet her r aw®sencduragingtheowedeshpossield Awi t h a
diversified use of electric power at the | owe
pr i nc ilgULSeCs8& 888g.

The interpretation that JPO4 and Powerex advocate has not been advocated for bg rate cas
parties nor adopted by BPA in any previous rate case, and BPA has not taken action in any rate
case to adjust a TPP that is above the 95 percent standard down to the 95 perc&adevel.
2002F i n al Power Rate Proposal ,WRBQRA-02 Ght7t at or 6 s R
2002Suppl ement al Power Rate Proposaf2A08mi ni str a
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Ch4; 2002 Final Transmission Propedg&Aa0l,aAdmi ni st
22;200/Wh ol esal e Power Rat e OfDeoasiomM\WRAT-M02,aat52;at or 0 s
2007 Supplemental Wholesale Power Rat02 Case A
A-05, at 308; 2010 Wholesale Power and Transmission Rate Adjustment Proceeding

Admi ni strator 06s REA-OXTR10AF02, @ £1e9; 20L20NMholesaléAPower

and Transmission Rate Adjustment Proeleeeding A
A-02, at 107. In previous rate cases BPA interpreted the standard as a mirSeeime.g.

2012Wholesale Power and Transmission Rat¢ Ads t ment Proceedi ng Admin
of Decision, BP122A-0 2, at 82 (i n discussing power ri sk
mitigation tools are designed to ensure that power rates are set high enough that the probability

that BPA can met its cash obligations &t leastas higlhs r equired by BPAOGs T
(emphasis added)).

The evidence demonstrates that the 95 percent TPP standard was adopted as a minimum
threshold to be applied in future rate cases. The 95 percent standambtioepresent a

maximum level that should not be exceeded. Therefore, applying it as a minimum in this case is
consistent with the lonterm policy adopted in the 1993 ROD. It is not a change to the policy.

Decision

The 95 percent TPP standard does rapresent a maximum level that should not be exceeded.
A higher TPP is not inconsistent with BPAOGsS o
consistent with sound business principles.

Issue 4.2.5.3

Whether the TPP calculated in the Initial Pasal indicates that rates are too high.

Partiesd Positions

Parties argue that a TPP result that is greater than ther@ent standard means that rates are too
high. | berdrola states that the TPiBsiomal cul at
rates to be higher than t heyl4dB®IRDleatld.iPovwerexvoul d
argues that a Ahigher TPP (99.9 percent) virt
collect the revenue requirement upon which they arebasednd t hat A[ u] se of t
TPP standard to set rates ensures that Transm
Powerex Br., BPL4-B-PX-01, at34, 36;see alsdPowerex Br. Ex., BA4-R-PX-01, at 26. JP04

states that the proposed ratesult in a TPP that far exceeds the 95 percent threshold. JP04 Br.,
BP-14-B-JP0401, at 3.

BPA Staffodéds Position

TPP plays no role in the rate levels unless planned net revenues for risk (PNRR) must be added
to the revenue requirement. Homenatlal, BP-14-E-BPA-44, at 2. Since the Initial Proposal
revenue requirement did not include PNRR, TPP did not influence the proposeddates.
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Evaluation of Positions

Parties assert that a TPP that is higher than thee@&®nt standard means that rates argglset

too high. Iberdrola Br., BP14-B-IR-01, at10; Powerex Br., BR4-B-PX-01, at34; Powerex

Br. Ex., BR14-R-PX-01, at 26.JP04 extends this argument to assert that the 95 percent standard
should not be viewed as a minimum standard. JP04 Brl4HRJP0401, at 4, 6. This

argument is addressed in Issue 4.2.5.2.

The evidence in the record describes how BPA sets its rates and the role that TPP plays. Rates
are set to meet two standards. First, the forecast of total revenues must at leadse éouedast

of total expenses in the rate period. Study Documentatiori4BRBPA-08A, Chapter 1.3.

Second, the forecast of cash inflow must at least equal the sum of all cash requirements in the
rate period.ld. Rates are set at the minimum levefisignt to meet these two standards.
Homenicket al, BP-14-E-BPA-44, at 2. Once rates are calculated, the risk analysis tests
whether there will be sufficient reserves on hand during the rate period to meeptre&i

TPP standardld. If TPP is kelow 95percent, PNRR is added to the revenue requirement until
the 95percent TPP standard is méd. Simply put, TPP cannot affect proposed rates unless it is
so low that PNRR must be added to the revenue requirentenThe Initial Proposal reveeu
requirement did not include PNRR. Study,-BRE-BPA-08, Table 3. Therefore, the TPP

result does not affect the calculated rates.

Powerex asserts that partiesd concerns are no
Il nitial cilBsesapbsgherfiirevenue r equi-l4B-R¥e0dt . 0 Pow

at26 (emphasis in original). (However, Iberdrola did state nearly exactlyhkatalculated

TPP ficauses the transmission rates t®&.,be high

BP-14-B-IR-01, at10.) Instead, Powerex asserts that the calculated TPP

indicates that rates have been set too high in the first instance (particularly when
viewed with the excessive amount of transmission reserves BPA has
accumulated). This resaltin proposed transmission rates that are inconsistent
with BPA6s statutory obligation wunder A
establish the lowest possible rates to consumers consistent with sound business
principles.

Powerex Br. Ex., BA4-R-PX-01,at 2627. Powerex also argues that

[e]stablishing rates such that the TPPnearly 100 percents excessive and
i nconsi stent wi t h BPAOGS obligation t o

9

€

rateseconsistent with sound bdbssinessss princ

principlesd do not require the eliminati
BPA has not provided any evidence that such excessive rate and financial reserve
levels are required.

Id. at 28 (emphasis in original).
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Because rates are based®R A6 s revenue requirement, they ar
sufficient to recover costs. If rates were set any lower, they would be insufficient to recover
costs and thus would not meet BPAOGs radtlesett.i
reserves to offset costs can ensure that the rates are sufficient. And in fact, $40 million of

reserves are being used to offset transmission costs during this rate period. As discussed in
Issue4.2.5.1, however, there is no requirement that even resegves (or any reserves) be used

to offset costs. Staff has presented persuasive evidence of the risks of using large amounts of
reserves to offset costs and of other beneficial uses of reserves that are consistent with sound
business principlesSeesupralssue 4.2.5.1.

The risk analysis, which calcul ates TPP, esti
available for risk at the start of the rate period plus the cash flow during the rate period will be
sufficient to meet allcashobliga ons duri ng t he -14EStBBAOB,er i od. O
section2.2.2. The risk analysis estimates that reserves available for risk attributed to

Transmission would actually decline over the rate period. Starting FY 2013 reserves are
$487million, and tke expected value of the distribution of possible ending FY 2015 reserves is
$386million. Study Documentation, BP4-FS-BPA-08A, Chapter 10.7 As a result, the TPP

result merely means that the forecast revenues from proposed rates and rate perigd reserve
balances are sufficient to meet cash obligations and nothing more.

Decision

The TPP result greater than the pércent TPP standard does not mean that rates are not the
lowest possible rates consistent with sound business principles.

Issue 4.2.5.4

Wheher the Transmission Risk Analysis Model (TRAM) should include the calibration
adjustment proposed by Staff to adjust for uncertainty in net revenues.

Partiesd® Positions

JP04 argues that the calibration adjustment used in TRAM arbitrarily lowers thealtaRtion
for transmission rates and should be rejected. JP04 BAABRIP0401, at 18.

BPA Staffodéds Position

Without the calibration adjustment, TRAM would underestimate the uncertainty in net revenues
when it calculates TPP and would thus ovemeste TPP. Lovelét al, BP-14-E-BPA-32, at 6.
The calibration adjustment is applied to correct this modeling eldoat 56.
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Evaluation of Positions

JP04 asserts that BPA has persistently underforecast net revenues for FX02Q08JP04 Br.,
BP-14-B-JP040 1, at 20. JP04 further asserts that i
underforecasting of TS net revenues, BPA erroneously concludes thatrigk in forecasting

TS net revenues is inadequately reflected in the modeled net revenuep,taadctélibration
adjustment should be made to reflect otherwis
Id.

Staff measures TPP for transmission rates using TRBbell et al, BP-14-E-BPA-32, at 23.
Staff includedmanficoat obTRAMonhnatdhasti sk anal y.
after Staffos statistical comparison of histo
output indicated that TRAM was underestimating the uncertainty or variability in forecast net

revenee. Id. at 56. Underestimation of variability is a significant issue, because the primary
function of TRAM is to ensure that the propos
TPP standard. If TRAM underestimates the uncertainty in transmisstaevenue, it will

overestimate TPP. Homeniekal.,BP-12-E-BPA-31, at 11. The calibration adjustment

increases the uncertainty in TRAM output to the standard error of rate case forecasts of
transmission net revenue for fiscal years 2008 throu@R.20ovell et al, BP-14-E-BPA-32,

at5-7. The calibration adjustment was used in calculating TPP for tHeE2B&tes as well.

Transmission Revenue Requirement Study Documentatiod 28¥5-BPA-07A, at 86.

In performing its comparison of historical tdts to model results, Staff found that the standard
deviation for the five differences between forecast and actual net revenues from FY 2008
through FY 2012 is $49.1 millionLovell et al, BP-14-E-BPA-32, at5. This is a large value,
implying that abotionethird of the forecasts made by this forecasting methodology will have
errors of more than $49.1 million in one direction or the other. Homeniak BP-14-E-

BPA-44, at 6. The twyear average standard deviation of the uncalibrated TRAM results i
$24.7million, about half of the fiveyear standard deviation of $49.1 milliobovell et al,
BP-14-E-BPA-32, at 6. Thus, without any calibration adjustment, TRAM would capture only
about half of the net revenue uncertainty that has been obserhedpast five years.

Based on these results, Staff concluded that TRAM systematically underestimates the variability
or uncertainty of net revenues that TRAM simulates. Homegtiek ,BP-14-E-BPA-44, at 4.

To ensure that the model more accuratelleot$ the observed actual uncertainty, Staff

calculated the ratio between (1) the standard deviation of the difference between actual net
revenue and rate case net revenue forecasts for fiscal years 2008 through 2012, and (2) the
standard deviation of unpted TRAM net revenue results. Staff then applied that ratio to the
model results. Lovekt al.,BP-14-E-BPA-32, at 67. The calibrated modeled net revenues
adequately reflect the observed forecast uncertaldtyat 7. There is no evidence to icate

that capturing significantly less uncertainty than what BPA has observed historically is adequate
for purposes of calculating TPP.

JP0O4 asserts that the cali
cal cul at i oBP-146B-JPOACPID .4 &Btr . 7,
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underforecasting net revenues cannot and does not justify the calibration adjustment in TPP
calculations that results in an almost doubling of the variability (risk) of overforecasting modeled
TS net rle at@¥2 JR04 suggests that the calibration adjustment increases the risk
of overforecasting net revenuld. JP04 further asserts that the adjustment

erroneously uses the effects of historically underforecasting net revemues t
increase the forecasted likelihood that revenues will be too low in the future.
Because TPP measures the percentage of games in which net revenues are
inadequate, almost doubling the standard deviation increases the number of games
in which the net reveues and financial reserves will be inadequate.

ldat 22. These assertions misinterpret Stafféd
of persistent underforecasting of net revenue
revenue output is & than the uncertainty in historical net revenue. Homenigk BP-14-E-

BPA-44, at 4. The calibration adjustment does not change the likelihood of overforecasts or
underforecasts; it increases the magnitude of the forecast errors in either didectidhe

adjustment shifts game result net revenues that were above the mean further above the mean, and
game result net revenues that were below the mean further below thelthe@he calibration

adjustment does not increase the forecast likelitlbatdrevenues will be too low in the future,

because it does not change the probability of underforecasts or overforétasts.

JP0O4 asserts that the cali br at ishiftmggarderasdit me nt
net revenues that werelbw the mean net revenues even further below the mean (by a factor of

al most two), and thereby (ii) | owbhiBiJR0401l,t he TP
at 19. As mentioned above, the calibration adjustment uses the effects of historaztfo

errors to adjust the magnitude of both underforecasts and overforecasts, but not the likelihood of
either. Homeniclet al, BP-14-E-BPA-44, at 4. The calibration does change the distribution of

net revenues from TRAM and the TPP calculation; iddé®at is its purposed. In doing so,

the adjustment ensures that the results of TRAM reflect the uncertainty that has been observed in
actual results. The calibration adjustment was reasonably applied to remedy what would
otherwise be an underestitita of uncertainty in TRAM, which would cause an overestimation

of TPP. The record contains significant evidence to support the calibration adjustment.

JP04 argues that use of the calibration adjustment to increase the uncertainty in TRAM output is
inconsi stent with ABPAOGSs expectation of | owered
BP-14-B-JP0401, at 22. To support its assertion that BPA expects lower forecast error, JP04
guotes from a preatecase presentation in which BPA identified thcaeses that contribute to
underforecasting of cash flows (and presumably net revenue) and thus to theplnfild

financial reserves attributed to Transmission, and described its efforts to address theldauses.

at 2324.

The first cause was that wes have been higher than forecast; Staff indicated that the forecast
variance has been decreasing and revenues wer
t he f Wtau28.eThadsecond cause was that transmission credits associatedgeith
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generator interconnection agreements have been lower than forecast; Staff indicated that it was

Al ooking at risk anal ysi so as ldaThevhirdcatsewas mpr ov
that interest expense has been lower than foredasa; 5f sai d it was fdAexpl or
forecast assumpti dha24and met hodol ogi es. 0

JP0O4 claims that Staffés testimony attempted
character i zoipnegs tohfe m oawse rii 6fho r e atiarsthat BeAis or sdé and
0exploring some ways to reduce t h-®B@RO4OM,iIi t ude
at 24. However, it would not be prudent to assume, without any evidence, that the efforts will be
successful and that forecast error and uag#y will no longer be underestimated in TRAM.
Homenicket al, BP-14-E-BPA-44, at9.

The purpose of the risk analysis and TPP standard is to ensure that rates are set high enough so
thatthat there is at least a 95 percent probability that thediabreserves available for risk

attributed to a business line will be sufficient to cover the cash obligations associated with that
business line in each twgear rate periodld. The evidence in the record shows that the risk
analysis has not fully cayred the uncertainty that has been observed in the last five years of
historical data. Lovekt al, BR-14-E-BPA-32, at 6. The evidence does not demonstrate that
forecast error and uncertainty going forward will be reduced from what has been obseéheed i

last five years. It would be contrary to the purpose of the TPP standard to assume that these
steps would be successful until there is evidence to that effect. The calibration adjustment is still
necessary.

JPO04 also argues that the calibratiojusitinent lowers TPP and therefore can increase the
transmission revenue requirement. JP04 Br-1BB-JP0401, at 25. The calibration

adjustment does lower TPP; in the current circumstances (modeled net revenue uncertainty in
TRAM results is about hathe magnitude of historically observed net revenue uncertainty, and
therefore modeled uncertainty may underestimate risk) it is intended to do so. Hoetahick
BP-14-E-BPA-44, at 7. The calibrated TPP is still over 99 percent, so any reduction wuéPP

to the calibration adjustment is extremely sm&éeStudy Documentation, BP4-FS

BPA-O 8 A, Chapter 10. 6. The TPP result is wel/l
PNRR was added to the transmission revenue requirement. kbbaélIBP-14-E-BPA-32, at 7,
Study Documentation, BR4-FS-BPA-08A, Chapter 10.7. The calibration adjustment did not
increase either the transmission revenue requirement or transmission rates.

In arguing that the calibration adjustment should be rejected (aneatiarsof their brief under

that heading), JP04 states that Staff M@dargues
of TS net revenues has varied, the persistency of the underforecasting error should be ignored,

and appears to argue, without sugiptinat correction for bias in forecasts can only be made if

the underforecasting error hasl4biedal, atzbi f or m |

JP04 states that these arguments ignore the persistency of the historical underforecasting error

aad do not justify a Afail ur &. These satementssr n a bi a
mi sinterpret Staffdos testi mony.
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Staff explained, persuasively and in detail, that the calibration adjustment is intended and

necessary in this rate case to corian underestimation of net revenue uncertainty in TRAM.

Seelovell et al, BP-14-E-BPA-32, at 57, and Homeniclet al, BP-14-E-BPA-44, at 39. The
Apersistencyo of wunderforecasts is not the is
claims SeeJP04 Br., BP14-B-JP0401, at 25. The adjustment addresses variability in the

magnitude of forecast error, not the direction. Homeatc, BP-14-E-BPA-44, at 34. The

evidence in the record demonstrates that the unadjusted uncertainty inBTRAMo ut put i s s
than the uncertainty in forecasts inferred from historical data, that this underrepresentation of
uncertainty can bias TPP calculations upward, and that an upward bias would weaken the TPP
standard.ld. at 69. The evidence demonstes that Staff observed significantly more

variabilityd approximately twice as mudhin historical observed forecast error than in TRAM

results. Lovelkt al, BP-14-E-BPA-32, at 56. Because actual forecast error variability has

been observed to be twiaes large as the variability in TRAM results, Staff reasonably

concluded that TRAM underestimates the uncertainty in transmission net rev@énue.

When there is a significant difference between the results of a model that is used for forecasting
and themostrecent actual data, it is important to acknowledge and address the difference.
Homenicket al, BP-14-E-BPA-44, at 5. As the evidence in the record demonstrates, the
calibration adjustment does precisely that by increasing the standard devidtiemef revenue

in each run of TRAM, without changing whether or not the net revenue is above or below the
mean (that is, it does not introduce a bias or cause net revenue to be higher or lower). Lovell
etal., BP-14-E-BPA-32, at 67.

JPO4 extendsisr gument to state that BPA fAdoes not di
underforecasting and does not dispute that bias can be corrected for even if the underforecasting
error has not been uni f o-44R-JPO401,eaatt5c JPO4ydesahat. O JP
ABPA has failed to correct for bias in its fo
not appropriate to correct for the absolute value of the forecast error, but it would be appropriate

to correct for theradanami § 8i 8P AdO I 04fascerte hathee s . O f
correct course of action would be for BPA to (i) reject the calibration adjustment for the reasons
described in JP046s initial brief, and (ii) c
revenues. Id. at 56.

As explained above, the evidence demonstrates that the calibration adjustment is a reasonable

and appropriate approach to remedying the underestimation of the uncertainty in Transmission
Services net revenue. With regard to the acguohéorecasting, JP04 and other parties suggest

that BPA should correct forecasting errors. Powerex states that forecasting errors (whether over
projections of costs or underojections of revenues) have persisted over the last several rate

periods andhat BPA must ensure they are corrected going forward. Powerex Br. Ex4-RP

PX-01, at 23. MSR states that it appears that transmission reserves have accumulated because
ABPA simply overprices or under fkeepeaesast s tr a
|l ow as possibl e, consistent wit hl4BR-BS0LcatSbusi ne
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The evidence in the record, including evidence presented by JP04 and by Staff, indicates several
areas in which Staff has been exploring or imp@ating potential improvements to its
forecasting.SeeHollandet al.,BP-14-E-JP0401, at 1314 (discussing what JP04 refers to as

MBPAGsSs expectation of | ower eldodfscussedat@oee);, err or i
Homenicket al.,BP-14-E-BPA-44, & 8-9 (responding to JP04); and Homengtlal.,BP-14-E-

BPA-3l,at45 (describing refinements that were made
expense and interest income so that rate period forecasts better reflect the conditions that affect
actualper ating year results. 0)

It is reasonable and appropriate for Staff to explore potential improvements to its forecasts and to
implement them if it appears a change will result in forecasts that better predict actual results.
Indeed, Staff has done thatthis case with respect to the forecast of depreciation expense.
Homenicket al.,BP-14-E-BPA-31, at 45. Other forecasting refinements either are still being
explored or are being implemented for the first time in this rate case. Whether or ttegtest

the forecasts will be closer to actual results will not be known until actual results are available

for at least FY2014. Without actual results with which to evaluate the forecasts, it would not be
prudent to make assumptions about the outcontigest efforts.

Likewise, in performing the risk analysis, it would not be prudent to assume that forecast error
and uncertainty will no longer be underestimated in TRAM. The calibration adjustment is still
appropriate.

Decision

TRAM should include #hcalibration adjustment to adjust for uncertainty in net revenues.
Issue 4.2.5.5

Whether financial reservesrailable for riskattributedto Transmission Services in excess of the

amount needed to support a é&rcent TPP should be used to mitigatepgheposed
transmission rate increase.

Partiesd Positions

Multiple parties argue that financial reserves attributed to Transmission that are in excess of the
amount needed to support a TPP op@&cent should be used to mitigate the proposed rate

increase Powerex argues that reserves should be used to offset the costs of rate increases
associated with changing the seglmelkée¢ afta oinl imteit ¢
into the Network segment, to temporarily reduce the increase in Utility DelBlearge rates,

and to reduce the overall rate increase. Powerex Bf1AHRPX-01, at36. Powerex states that

BPA could use up to $100 million of reserves per year of the rate period to reduce transmission

rates. Powerex Br. Ex., BRE4-R-PX-01, at 22
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ICNU does not specify an amount but urges BPA to use excess reserves to offset the proposed

rate increase for transmission services. 10Bil) BP-14-B-IN-01, at 3. Iberdrola advocates the

use of $100 million per year from reserves to offset themeveequirement. Iberdrola Br.,
BP-14-B-IR-01, at 121 3 . JP0O4 argues that BPA should ado
BPA commit $140 million per year of reserves to reduce rates. JP04 Bt4-BRIP0401,

at13-14; see als@lP04 Br. Ex., BRA4-R-JP0401, at3-4. In its brief, MSR argued that reserves
should be drawn down to fAa more reasonabl e am
above that used to reduce transmission rates and fund infrastructure investments. MSR Br.,
BP-14-B-MS-01, at15. In oral argument, however, MSR appeared to back away from the use of
reserves for rate relief and implied that it might support using reserves for the benefit of the
transmission system. Oréat. 345. WPAG suggests that BPA try to balance steant rate

relief with longterm business needs by using small, though unspecified, amounts of reserves.

WPAG Br., BR14-B-WG-01, at35.

BPA Staffods Position

BPA is committed to using financial reserves attributed to Transmission for théelomdpenefit

of the transmission system but is not required to use them in any particular way. Homenick

etal., BP-14-E-BPA-44, at 18. Staff identified three potential uses for reserves: holding funds

in the Bonneville Fund f or wcreddratmg gsingreservree ed s a
funds for capital investment, or using reserve funds to mitigate part of the rate increase.

Sedd. at 1821.

Evaluation of Positions

Sever al parties argue that BPAOGs reseeves att
degree that BPA has reserves in excess of what it needs for risk mitigation and TPP support.
Iberdrola Br., BP14-B-IR-01, at 1612; JP04 Br., BA4-B-JP0401, at 2; MSR Br., BA4-B-

MS-01, at 15; Powerex Br., BP4-B-PX-01, at 3233; ICNU Br., BR14-B-IN-01, at 23. MSR
asserts that BP Aichdw&8PA ascunulatesssuthl high levels df fimancidl
reserves from transmission rates in excess of
MSR Br. Ex., BR14-R-MS-01, at 5 (internal citatimomitted). This issue is discussed in Issue

4.2.5.2 aboveAs explained in Issue 4.2.5.3, BPA sets rates to recover its forecast of accrued
expenses and cash requirements. If actual expenses or cash requirements during the rate period
are less than aginally forecast, or if actual revenues are higher than originally fordreasicial

reserves may increase.

Several parties further argue that BPA should use significant amounts of reserves (for example,
$100 million per year or more) to offset coatsl reduce rates. Citing the Transmission System

Act, Iberdrola, Powerex, and JP04 argue that reserves should be used so that rates may be set as
low as possible consistent with sound business principles, and Powerex and JP04 make a legal
argument that fing to use reserves to offset rates in this case would be in contravention of the
Transmission System Act. Iberdrola Br.,-B®2B-IR-01, at 12; Powerex Br., BP4-B-PX-01,

at34; JP04 Br., BA4-B-JP0401, at 2, 17; all citing 16 U.S.C. 838g. Iberdralso argues that

using reserves to reduce rates is necessary to return acodleetion of revenues to customers
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in a timely manné¥ that is, that excess reserves belong to customers. Iberdrola Br4-BP

IR-01, at 12.Powerex suggests that becauseBO6 s r at-kasdsad e [Ttostt he ext €
rates] are persistently oveollecting costs, they are excessive by definition and any excess

above BPAOGs costs plus reasonable reserve | ev
Br. Ex., BR14-R-PX-01, at 23. ICNU explains that lower rates would provide a substantial
economic benefit to the region during the rat
time of sluggish ecoBRlHAaB-N-Or,atdovery. o | CNU Br

T he p ar ltaigemenbsard addgessed in Issue 4.2.5.1 above. In response to the argument
that reserves belong to customers and should be returned to them in a timely manner, the parties
have no right to any accumulation of reserves that may occur. Customers idaedgsathat

were set to achieve cost recovery, agreed to in settlements of every rate case since 1996, and that
have been approved by the Federal Energy Regulatory Commission. HoeteadicBP-14-E-

BPA-44, at 1718. These rates do not contain anychanism requiring that any revenues in

excess of costs be returned to customitsat 1 8 . Moreover, embedded
the understanding that any accumulation of reserves would be put to use for ttexriong
benefit of the systemand, ulant el vy, r atepayers. Under BPAOGOsS ¢

all revenues in excess of costs that contributed to reserves were used for incremental repayment
of the Federal investmentd.

Staff has indicated that it is committed to exploring ugesserves for the lonterm benefit of

the transmission system but that BPA is not obligated to use accumulated reserves in any
particular way.Id. at 18. Some of the uses Staff described are already providing benefits; for
example, for the last severalte cases BPA has planned to use $15 million per year of reserves

for capital investment and is continuing that plan forthe FYPRI%#15 r at e peri od.
Access to Capital strategy plans to continue the use of $15 million per year of reservex® fina
Transmission capital investment over the next decitiat 19. Further, BPA earns interest

income on the fulexpected value of cash reservés. at 18. This interest income is

incorporated into annual transmission revenue requirements anegduges transmission rates.

Id.

Powerex states that A[i]f reserves continue t
least 2006, there is the temptation that they will be disesithey have come to be over the last

number of rate periodsasa sl ush fund f or uRolverex BrsEg.en agency
BP-14-R-PX-01, at 2324. In fact, reserves have not continued to accumulate. Reserves have

been declining since 2010 and are expected to decline further over the F2@0A 4ate

period. Homaick et al, BP-14-E-BPA-44, at10-11. Starting FY 2013 reserves were

$487million, and the expected value of reserves as of the end of FY 2015 isnfiB86. Study

Documentation, BA4-FS-BPA-0 8 A, Chapter 10. 7. I n any case,
sugesti on, Aunf oreseen agency needso i s exact]l
mitigation tool that, as Staff explained, dpr
fluctuations in costsoO aredal, BFléEBPA-é4, ad18Wer bene
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Iberdrola, MSR, Powerex, and JP04 would have BPA commit a substantial majority of its

financial reserves to immediate rate relief in BY14 2015. These proposals are sksghted.

Each proposal woul d | cesevestolapmoximatelys si onos fi na
$100-$150million and produce a TPP level at or very near thp&sent standard. All of them

would leave little or no reserves available for other uses in the FY 2018 rate period or in

future rate periodsld. at14. Usng reserves at this level to avoid a rate increase today could

result in a larger average rate increase in the next rate period, without any means of mitigating it.
ld.at 15. It would also create ri skmohymndBPAOGS ¢
as discussed abovéd. at15-17; see alssupralssue 4.2.5.1.

A course of action that could provide more benefits with potentially less risk is to use a smaller
amount of reserves to mitigate but not eliminate the rate incréasaenicket al., BP-14-E-

BPA-44, at 2621. After years of transmission rate case settlements, often with no rate increase,
a 13percent average increase for the next rate period may sound shocking. This rate increase
can be tempered by applying mitigation acrdssate classes, as WPAG suggests. WPAG Br.,
BP-14-B-WG-01, at 3536. Using smaller amounts of reserves could allow BPA to gain some

of the benefits of other uses of reserves, such as preserving some reserves for future capital
investment. As ICNU notedbwer rates would provide a substantial economic benefit to the
region during the rate period as the economy slowly recovers. ICNBmBA.4-B-IN-01, at4.

Using smaller amounts of reserves may also pose lower risk of a credit rating downgrade.
Homenick et al, BP-14-E-BPA-44, at 2621.

To balance the important but competing objectives of reducing the level of the rate increase but
maintaining credit ratings, the use of reserves to lower rates should be limited to $20 million per
year for the FY Q14i 2015 rate period (in addition to the $15 million per year for capital

investment already reflected in rates). Using this amount of reserves would provide a degree of
rate relief, may pose less risk of a credit rating downgrade than a higher amdwdukh

preserve some financial reserves for other beneficial uses. Using $20 million of reserves per

year to offset costs and reduce rates for the FY i2Z20¥b rate period reflects sound business
judgment in furtherance wprovBdthedenefiptadd!| i ¢ mi s si
customers, the reserves will be applied as an offset to the general revenue requirement to reduce
all transmission rates.

While the figure of $20 million per year was chosen in part because it may present lower risk of

a cralit rating downgrade than use of a greater amohatpotential for a downgrade and

increased interest expense is a serious concern that deserves more regional discussion during the
upcoming rate period. The ratings are a primary factor determiningtérest rate on all

BPA-backed bonds that are publicly issued and sold by third partieat 16. A downgrade

could significantly increase the interest cost associated with bonds for investments such as the
transmission f aci | iiohleasepurchasedpeogranBoPthedErergy r ans mi s s
Northwest nebilled nuclear projectsld. As Staff explained:

The magnitude of the impact would depend on the final credit rating and how
much more investors would demand in interest rates for-Bé#ked bondslue
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to the lower credit rating. If investors require an increase in interest rates of
50basi s points, BPAG6s tot al i nterest expen
$10million a year, while a 15®asisp o i n't premium coul d i ncr
interest expenseytapproximately $30 million per year.

Id. Each rating agency has a different methodology, and each gives different weighting to

different factors.Homenicket al, BP-14-E-BPA-44, at 17. Thus, the likelihood of a downgrade

is difficult to predict. However, all of the rating agencies are concerned about the amount of
reserves available for risk ( wldiBcPhAOotsh eyattienrgm w
downgraded by Moodyds -Hl2waes derefitecewittythed=éderalr B P AOG s
Energ Regulatory Commissionld. at 15. This downgrade occurred in large part because

reserves had declined by 36 percent during 2009 and 2010 and were expected to further decline

as a result of the filed ratetd. If the rating agencies were to downgr&#A again, the result

would be higher interest expense for the-Rederal debt backed by BPA, which would affect

both Transmission Services and Power Servitésat 17.

JP0O4 chall enges Staffodos testi mondg whileRpaaredi ng t
states that $20 million per yeashoulbeappbes®r ves
reduce transmission rates consistent with sound business principlesBrJEB#14-B-JP0401,

at 1415; Powerex Br. Ex., BR4-R-PX-01, at 22. Whether Staff has supported its position and
whether BPA is required to use reserves to lower rates are discussed above in Issue 4.2.5.1. JP04

al so asserts that ABPA fails to explain why &
itrai ses its TPP to equal 95 per celdB-JPO40Y, atugh t he
15 n. 51. Staff did not address that scenari o

not been added to the proposed transmission or power rates. Regadiless PNRR to the

revenue requirement effectively raises rates to increase reveafoe®nicket al, BP-14-E-

BPA-44, at 2. This actioaugmentginancial reserves instead of diminishing them. Study,
BP-14-E-BPA-08, at 17.Nothing in the record indates that the rating agencies would be
concerned with increasing financial reserves due to the addition of PNRR. In fact, because those
reserves provide security for néederal financing of capital investments, the reverse seems

more likelyd rating agenies would likely have a positive view of increasing resen&s=e id.

JP0O4 al so argues that BPA has fAsingled out
concern, 0 implying that it believeslevBlbfaf f
Power financial reserves. JP04 Br.-BR#B-JP0401, at 15 n.54. Staff discussed only the

ratings impacts of proposed diminution of Transmission reserves because no parties proposed
and no evidence was introduced regarding planned diminutiBoweér reserves. In addition,

Staff noted that power rates include a Cost Recovery Adjustment Clause to increase rates if
needed, and a Dividend Distribution Claustomenicketal., BP-14-E-BPA-44, at 1718.

These clauses result in power rate surchasgesductions if reserves attributed to Power will be
below $0 or above $750 million (as indicated by rteam forecasts of accumulated net
revenue).Lovell et al, BP-14-E-BPA-15, at 2930, 3435. Thus, power rates already include a
mechanism that ighe equivalent of a reduction. No parties proposed changes to these thresholds
or the uses of Power reserves. Therefore, Staff did not address them further.

tr
sho
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JP0O4 also states that the Draft ROD dAfails to
Treasury, the amount of that open line of credit, and the amount of that open line of credit that

has been dr awn -14-R-JP04RN a 3 BX. The kg of crediBHRAs not been

discussed because no party raised an issue concerning it. Athsuelare no issues to address.

Some partiesuggest using reserves to offset increases in certain rates only. JP23 suggests using
reserves to offset increases to PTP rates resulting from the adoption of a 12 CP cost allocation
methodology, as long asyanther rate increases over gércent (that is, the proposed increase

to the Utility Delivery Charge) are also offset. JP23 Br;1BMB-JP2301, at 18 n.57. Powerex
suggests using reserves to offset increases associated with adoption of a differentagem
methodology or to temporarily offset the proposed increase in the Utility Delivery Charge.
Powerex Br.,, BRL4-B-PX-01, at 36. JP2306s and Powerexos p
associated with the 12 CP cost allocation methodology aifteeedt segmentation

methodology appear to apply only if their proposals concerning cost allocation and segmentation
are adopted. As discussed in sections 4.1 and 4.3.1, respectively, these proposals were not
adopted. Power e x 0 ghe ptitityOeloveryadharge is tistussedia pect t o
sectior4.3.2.

Decision

Financial reserves available for risk attributed to Transmission Services in excess of the amount
needed to support a §ercent Treasury Payment Probability will be used to mitigate th

proposed rate increase in the amount of $20 million per year to offset the general revenue
requirement and reduce the level of the rate increase.

4.3 Transmission Rate Design

BPAG6s transmission rate design proecess involyv
transmission system, allocating those costs among transmission customers, and calculating the
proposed transmission rates for BPAG6s whol esa
FY 2014 and 2015. The Transmission Rates Studyl8PS-BPA-07, include the results of

this process and demonstrates that the rates
FY20142015 have been developed consistent with
and will recover the transmission revenue requirement.

This section of the ROD addresses transmission rate design issues raised by the parties,
including network segment cost allocation, ut
the costs of the Eastern Intertie, the proposal to directlyrasegjs of certain reliability

compliance activities, and the billing factor f8cheduling, System Control and Dispat8icD)

service for NT customers.

I n the I nitial Proposal, Staff proposed to us
morthly peak as the billing factor for NT service and utility delivery service. Bogtlah,
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BP-14-E-BPA-30, at 4, 9. In response to testimony by JP03 and WPAG that this billing factor

resulted in disparate rate impacts among customers, Staff changesititsn in rebuttal

testimony to support retaining the current billing factor for these services, which is the
customer6s |l oad on the hour of t &atal,BRa4Et hl y tr
BPA-43, at 4, 16seeScott and Carr, BR4-E-JP0302, at 2829, and Salebat al, BP-14-E-

WG-01, at3 6 . JP23, JP0O3, and WPAG support Staffods
has opposed this proposal. JP23 Br;1BMB-JP2301, at 20; JP03 Br., BP4-B-JP0301,

at22; WPAG Br., BP14-B-WG-01, d 30. BPA is adopting the proposal to retain the current

billing factors for these services without further discussion.

4.3.1 Network Segment Cost Allocation

Issue 4.3.1.1

Whether BPA should allocate costs to PTP and IR customers based on contract demahd when
allocates costs to NT customers based on peak load.

Partiesd Positions

JP11 argues that BPA should not treat load and contract demand as comparable bases for cost
allocation purposes because, although BPA bases its cost allocation largely oerits syst
planning, BPA does not treat contract demand and load the same for purposes of system
planning. JP11 Br., BR4-B-JP1101, at 67. JP11 also argues that allocating costs to PTP
customers based on contract demand and to NT customers based on |oaxt cksest in

equitable rates between customer classes and therefore does not meet the equitable allocation
requirement of section 10 of the Transmission System Wctat 1112. JP11 proposes that

BPA allocate costs to all customers on the basis afaysahich JP11 argues is consistent with
BPAGs system pllaatg,enhg objectives.

Powerex agrees with JP11 but recommends as an
Amaintain its current cost al |desigastadiffereit f act or
met hodol ogy that considers BPAOGs planning, op
PowerexBr., BR-14-B-PX-01, at 29, 32.

WPAG argues that JP116s proposal i's a departu
consider the flexibilityof PTP service, which makes PTP service comparable to NT service and
justifies treating contract demand and load as equivalent. WPAG BL4BPWG-01,

at28-30.

BPA Staffos Position

Staff based its proposed c o pproachlwhichaedléacts on on B
BPAG6s obligation to plan the system to satisf
etal., BP-14-E-BPA-33, at 45. Contract demand for PTP and IR customers and network load
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for NT customers dednddeBRAGs cpulsa mmsaffgd so brli igda tsi
disagreed that costs should be allocated to PTP and IR service on the basis of usage, because

BPA plans the system to flexibly meet contract demands under a range of system conditions.
Fredricksoret al, BP-14-E-BPA-45, at 1723.

Evaluation of Positions

JP11 states that it RAagrees with Staff on the
assess the drivers behind transmission system
testimony about BPA phning as thorough and credible. JP11 Br-1B8MB-JP1101, at 6.

Ot her wise, however, JP11 disagrees with Staff
|l oad are fifundamentally differento and, there
purposes.ld. at 9. JP11 maintains that using two different approaches for cost allocation is
Agrossly inequitable and unfair, o because PTP
of the costs.Id. at 10.

At the core of a@arPdumesntcosits alPbr@gs ipomsi ti on t |
and IR contract demand is inconsistent with t
(which JP11 claims are based on usadgg)at 67, 910, 13. Therefore, JP11 asserts, allocating

coststo PTP and IR customers based on contract demand is inconsistent with cost calgsation.

JP11 proposes that BPA allocate costs to PTP and IR customers based omdusage.

BPAG6s planning for I R and PTP sersuostebaseda not
its obligation to plan the system toeta,ati sfy
BP-14-E-BPA-3 3, at 5. BPAG6s planning obligation fo

demand, which is the amount of capacity thstomer has reserved to deliver energy from points

of receipt to points of deliveryld. at 4. Since PTP service is flexible (the customer has the right

to resell, assign, and redirect transmission service during hours when its contract demand

exceedsg needs) , BPAG6s planning obligation is to
customers to flexibly use their reserved capacities consistent with their conkdacts.

Fredricksoret al, BP-14-E-BPA-45, at 17, 2487.

For NT service, onthe othe hand, BPAG6s planning obligation
plan the transmission system to serve each NT
from the customer 6s desi gnaettleBP-l4EBPABE @tKE. r esour
NT customers do not have the same flexibilities to resell, assign, and redirect their service as

PTP customers. Fredricksehal, BR-14-E-BPA-45, at 27.

JP11 argues that contract demand and | oad are
acustomr 0s rights to use the transmission syster
the transmi ssi on-14B:/JJP1t@lmat 910. InJabt,lhdawerrnr, load doBsP

define the NT customer ds r i ght sightttoouseuhgeie t he sy
designated resources to serve their network load; they cannot resell, assign or redirect any

capacity they are not using. Fredrickstral, BP-14-E-BPA-33, at 45; Fredricksoret al,

BP-14-E-BPA-45, at27. NT customers are allocateasts and billed based on their peak
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demands, but use that amount of transmission only during their monthly peak hour, whereas PTP
customers have the right to use their contract demand during all hours.

JP1106s main obj ect i olanningstudiel 8RA dbes mot apsumephatsle s o f
customerso6 contract demands will be -B4Bi |l i zed
JP1101, at 6, 910. Therefore, JP11 argues, it is inconsistent with cost causation to allocate

costs to contracdemand as if BPA did make this planning assumptldn.JP11 is correct that

BPAG6s planning studies do not assume that al/l
all the time. Fredricksoet al, BP-14-E-BPA-45, at 18. Critically, however BPAGSs pl anni |
studies ensure that there is sufficient capacity available for PTP customers to use their contract
demands.

When BPA performs its planning studies, BPA does not know which contract demands will be
used or the amount that each contractalhwill be used at any given time (as explained
above, not all contract demands are used at the same tanaj.14, 1720. BPA studies the

most stressful system conditioresd.,higher wind generation during the outage of critical
transmission fadties) to ensure that the system is capable of meeting demands during those

conditions.ld. at 14. Il n addition, BPAOG6s Avail abl e
Capability methodologies, which account for contract demands, ensure that BRAotoeske
additional transmission sales that would i mpa
ability to meet contract demandsl. at 232 2 . Therefore, BPAOGsS systen

serving the contract demand during any hour of the imtbrat the customer chooses to utilize its

full contract demand to serve load and transmit generation, or resell or assign to third parties
(capacity may not be available during transmission congestion events, such as an unplanned
transmission outage).

JP11 challenges Staffodos fnassumption that PTP
of the customerdés ability to rlB-aR1101l,atdd redir
JP11 offers evidence that PTP customers use only 66 pefdhetracontract demand during

BPA6s monthly system peak and argues that thi
Ai nappropriated to allocate costs to PTP cust
contr act lddBlhdenves its fige from the monthly transmission system peak data.

Id. However, these data are determined based ¢
system, not on metered load or transmission schedules (which would reflect PTP 8sage).
Fredricksoret al.,BP-14-E-BPA-33, at 14. Therefore, they do not accurately reflect PTP usage

of the system.

JP11 also argues that Staffdés cost all ocation

regarding cost causation. JP11 Br.;BPB-JP1101, at 11. JP11tas a preatecase

wor kshop presentation that iallocdtewcoses thcustonersst at e
based on pr ooJdPilihas taken this statkermentut of context. The workshop
presentation lists the general ratemaking@ples BPA Staff and some customers suggested

that BPA use for consideration of cost allocation methodologies for the Initial Proposal. The
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principles are proposal s, not Astated princip
of use by PTRustomers.

Staff testified that #A[t]he underlying theory
class of service should be allocated to the r
etal, BR14-E-BPA-3 3, at 3. i sThehef bceunsetfoimteor cl assds rig

system. How customers use the system is defined by their transmission contracts. For NT
service, the use is defined by lodd. at 5. For PTP service, the use is defined by contract
demand, whetr it is used to serve load or to transmit generation to third parties, or is resold,
assigned, or redirected to new points of receipt or deliiery Fredricksoret al, BP-14-E-
BPA-45, at 2627.

JP11 makes statements about cost causationthatard saar t o St af f 6s test i mo
a data request, JP11 stated that allocation of costs to PTP customers on the basis of contract
demand would adhere to the principle of <cost
its transmissionsystm on t he basis of contract demand ve
BPA Cross Examination Exhibit, BP4-E-BPA-53, at 27. The record demonstrates that BPA

considers contract demand for its transmission planning. FredrieksbnBP-14-E-BPA-45,

at17-23. Since BPA uses power flow studies in which generation and load must balance each

other, BPA studies several generation dispatch scenarios in which different combinations of
generation (which are associated with different contracts, includifrgaRd IR contracts) are

dispatched to serve the loaldl. at 1920. The power flow studies model the representative

ways that contract demands may beuddd. at 4, 18. By JP1106s own
proposal satisfies the cost causation principle.

To support its position that the rates are not equitable, JP11 applied the PTP and NT rates to two
entities with the same load. JP11 Br.-B#B-JP1101, at 1112. JP11 asserts that the NT

customer fares considerably better than the PTP customerskeatsaoosts are lowetd.

Therefore, JP11 argues, allocating costs to contract demand and load is ineqaital&?2.
JP116s argument does not account for the PTP
delivery off its system (as statabbove, NT customers may serve only their designated load) and

to resell, assign, and redirect during the hours when its contract demand exceeds its load. These
rights allow the PTP customer to reduce its costs. The evidence indicates that PTP customers
significantly utilize these rights. Fredricksehal, BP-14-E-BPA-45, at 27. One customer that

takes advantage of these rights is Snohomish County Public Utility District No. 1, one of the

JP11 partiesSeeSalebeet al.,BP-14-E-WG-04, at 1415; Carrand Scott, BPL4-E-JP0303,

at44-45.

JP11 also maintains that Staffédés proposal to
average conditions (a load forecast with a 50 percent probability of occurring), and to PTP

service based on contra@mdand, results in PTP customers subsidizing NT customers.

JP11Br., BP-14-B-JP1101, at 12. It is appropriate to allocate costs to NT service based on
average conditions. First, allocating costs to NT service based on average conditions is
consistent wth the load forecast that BPA uses for transmission system planning. Fredrickson
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etal., BP-14-E-BPA-33, at 8; Fredricksoeat al, BP-14-E-BPA-45, at 35. Second, a load
forecast based on average conditioasadr 8PRAést s
planning obligation during the rate period because these load conditions are more likely to occur
during the rate period. Fredricksenal, BP-14-E-BPA-45, at 36.

JP11 argues that the rates are inequitable as between customer classhseande f or e Ar un
of the equitable allocation standard in section 10 of the Transmission System Act, 16 U.S.C.

§838(h). JP11Br.,BR4B-JP1101, at 12. JP11 avers that sec
equitably allocate the cost of the Federal transmison system bet ween trans:
Id.

As discussed below, the 12 NCP method does equitably allocate costs as between customer
classes. Moreover, JP11 mischaracterizes the equitable allocation requirement. Section 10
of the Transmission SysteAct specifies that the costs of the Federal transmission system shall
be equitably allocated betweErderal and nofFederal poweutilizing the Federal

transmission system. 16 U.S.C. 8 838h. It does not apply more broadly to an equitable
allocation ofcosts generally as between customer classes. The proposed rates meet the equitable
allocation requirement. Bliveet al.,BP-14-E-BPA-42, at 39. PTP and NT customers utilize
BPAGOs system t o t fFederal powdr. Al BT®P sarvicd isacged the saraen
rate, regardless of the type of power transmitted. Similarly, all NT service is charged the same
rate, regardless of the type of power transmitted. Neither Federal néederal power is
advantagedld.

As f or Power e xntisthecurcem cost allocatiorofactoraas an alternative to

allocating costs based on usage, presumably Powerex refers to the 1 NCP proposal advanced in

its direct testimony.SeeOpatrny, BP14-E-PX-01, at 2829. The 1 NCP method is inconsistent
withBPAGs planning approach becpeaksanditonsthatare s not
considered in BPA6s transmission planning (se

Finally, although BPA is not bound by Commission precedent, it should be notedatHatf Sé s
proposal to treat contract demand as the equivalent to peak load for cost allocation purposes is
consistent with the Commissi onécétal,BRrl4EH ance i n
BPA-45, at 23. In that order, the Commission said that

[Flirm pointto-point customers can reassign and resell unused portions of their
reserved firm capacity to third parties. With flexible firm and -fion
pointto-point transmission service, the transmission provider must make firm
pointto-point transmission apacity available to the customer regardless of its
load characteristics or use.

The flexibility and reassignment rights of [PTP] transmission service requires the
transmission provider to hold the firm contract capacity available regardless of the

custoorer 6s | oad characteristics or its actual
p r o v iodligatiod o planf o r |, and its ability to use, a
BP-14-A-03
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reserved capacity s cl early defined by th&dr cust omer
that reasonit is appropriate to consider a firm reservation as the equivalent of
load for cost allocation and planning purposes

Promoting Wholesale Competition Through Open AccessINgeriminatory Transmission
Services by Public Utilities and Recovery of 8ttad Costs by Public Utilities and Transmitting
Utilities, Order No. 888, FERGSTATS. & REGS 1 31,036, 61 Fed. Reg. 21,540, at 21,600 (1996)
(emphasis added).

Decision

Because contract demand for PTP and IR service and load for NT service defing thecome r s 0
rights to use the system and BPAGs planning o
and IR service based on contract demand and to NT service based on peak load.

Issue 4.3.1.2
Whether operations, administrative salaries, intersapport, information technology, and SCD

costs are directly related to transmission facility investment and, if not, whether BPA should
allocate these costs on the basis of contract demand and load.

Partiesd Positions

JP11 assertshirdidhaBPA®On|ltyr amemi Sssi on revenue r e
to transmission facility investmento and argu
planning criteria and should be allocated on that basis. JP11 Bt4-BRIP1101, at 10. JP11

alleges that twahirds of costs are related to nmvestment costs, which JP11 claims include

costs related to operations, administrative salaries, internal support, and information technology

(IT). Id. at 1611. JP11 argues that BPA has not justifieditpr oposal to-al |l ocat
investmento costs and SCD Ilddosts to contract d

BPA Staffodés Position

Staff did not specifically address this issue
planning obligations, which resulis an allocation based on contract demand for PTP and IR

service and load for NT service. Messingeal, BP-14-E-BPA-29, at 3; Fredricksoat al.,
BP-14-E-BPA-33, at 5. Staff also proposed to allocate SCD costs using the same allocation

factors as arased for the Network segment. Transmission Rates Study4HEPBPA-07,

at38-39.

Evaluation of Positions

JP11 argues that Staffbdés justification for al
applies only to t léeansmissianfacilifychvestreentt JPY1Br.-®8R at ed o
B-JP1101, at 10. JP11l asserts that the majority
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relatedo to transmission facility investment,

t heom mMwmest ment 0O costs baseddabl®llicAthoughdPdX de mar
does not explain which costs are Adirectly re
costs for operations, administrative salaries, internal suppoantfSCD.Id. JP11 does not

state the basis on which the Amansmission investment and SCD costs should be allocated.

In fact, however, these costs are directly related to transmission facility investment. The

operational, administrative, internal gupt, IT, and SCD services help to maintain the reliability

of the transmission system, admini ster BPAOGS
meet BPAOGs planning obligations for PTP, | R,
maintan ng BPAOGs transmission facility investment

JP11 questions the Apublic policy justificati
based on contract demand and load and also asks why PTP customers should pay administrative
salaries, internal gyort, IT, and SCD costs based upon contract demand while NT customers

pay based on loadd. at 11. As described in Issue 4.3.1.1, contract demand and load are

equivalent for cost allocation purpoges: both
BPAG6s planning obligation. Since the operati
and SCD costs are incurred to maintain BPAOGS

BPA meets its planning obligations for PTP, IR, and NT seritice consistent with cost
causation to allocate these costs based on contract demand and load.

Decision

Operations, administrative salaries, internal support, IT, and SCD costs are directly related to

mai ntaining BPAGOs traasmmissconsdracitlotmeetinveRB;
obligations for PTP, IR, and NT service. Therefore, BPA will allocate these costs on the basis of
contract demand and load.

Issue 4.3.1.3

Whether the evidence in the record supports the conclusion that BPA eitais parts of the
transmission system to meet demands on a coincident peak basis.

Partiesd Positions

JP23 argues that BPA fpl-eomddent gedkdoads, pugdtthen] t o m
same time plans other parts of the transmission systemedmec oi nci dent al peak
JP23Br., BR-14-B-JP230 1 , at 13. JP23 concludes that BPA
argument that, based on the way Bonneville plans its system, a coincident peak cost allocation
methodology, 12 CP, is appropriate fo t h e #&gaeld.cy . 0
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BPA Staffds Position

BPA does not consider any coincident peak assumptions in its transmission system planning.
Fredricksoret al, BP-14-E-BPA-45, at 67.

Evaluation of Positions

JP23 relies on BP AéssforitseassprtoomteaeBPA planaparts aftha r e q
system to meet coincident peak loads. JP23 Br148B-JP2301, at 13, referring to Data

Request Response WEPA-2 1 . The data request asked whet he
facilities thatareuset serve | oad i n more than one planni
sum of all the nortoincident peak loads of all the customers in all of the planning areas that are

served by those | ines aMiEJA202 atlldl]y, ctiegdDatd Scott

Request Response WEPA-21.

In response to the data request, Staff stated that BPA does not design the transmission lines
andfacilities that are located in more than one planning area to meet the sum of all of the
norntcoincident peak loads afl the customers in all of the planning areas served by those lines
and facilities. See idat 12, citing Data Request Response WBWIEA-21. Staff elaborated on its
response in rebuttal testimony, stating that BPA designs the system as a wholedliiaeis,

lines and facilities connected to all of the planning areas) to serve the expected range of forecast
noncoincident peak demand levels and critical system conditions within each planning area.
Fredricksoret al, BP-14-E-BPA-45, at 67.

Somepati es interpreted Staffds response that BF
BPA considers coincident peaks for planning parts of the system. Scott and ChrEBP

JP0302, at 12; Saveat al, BP-14-E-JP1401, at 34; Salebeet al, BP-14-E-WG-01, at 3233.

WPAG interpreted the response to indicate that BPA considers load diversity and claimed that

this meant that BPA considered coincident peak demands. ®alehdBP-14-E-WG-01, at 33.

On the contrary, however, BPA does not designgystem to meet the loads during the hour that
total | oad on BPAGs tr ans metalsBPARE-BRPA4Stae6ih i s hi
BPA does not explicitly consider diversified loads or make diversity adjustments to reflect load
assumptionsoincident with forecast monthly or annual BPA system pelks. at 7. BPAO:
planning approach automatically factors in seasonal diversity of load, as well as generation
patterns, because BPAGs pl anning peakloadlsires r ef |
different months.Id. at 8.

The record does not support JP236s assertion
coincident peaks. Staffds response to the da
system so that it is pable of meeting the necpbincident demands placed upon that part of the
system, not the demands coinci e@t@nBP-1446-t h BPAOGS
BPA-33, at 89, 12, 15; Fredricksoet al, BP-14-E-BPA-45, at 611, 1718. JP23, WPAG,

andJPL1 acknowledge that BPA considers ramincident peak assumptions for transmission

planning. JP23 Br., BR4-B-JP2301, at 13; WPAG Br., BR4-B-WG-01, at 22; JP11 Br.,
BP-14-B-JP1101, at 78.
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Decision

The record does not support the conclusion BRA plans certain parts of its system to meet
coincident peak demands

Issue 4.3.1.4
Whether BPA should allocate costs to NT load under the 12 CP method, because the

Commission uses the 12 CP method for jurisdictional utilities, or under-aeionidentpeak
method.

Partiesd Positions

JP23 argues that BPA should not base cost allocation on its planning approach but instead should
presume that a coincident peak method (specifically, the 12 CP method) is appropriate because
the Commission presumes thia¢t12 CP method is appropriate for jurisdictional utilities.

JP23Br., BP-14-B-JP2301, at 13.

WPAG and JP23 argue that the Commission determines which coincident peak methodology is
appropriate for a utility by applying three tests (referred to asdhlk matio tests) to measure the
flatness of a wutilityds demand curve throug
Aoperating realities, o0 which include system
outages, diversity, reserve requirements] aff-system sales commitments. WPAG Br.-BR
B-WG-01, at 1819; JP23 Br., BA4-B-JP2301, at 1611. WPAG and JP23 assert that
application of Commission cost allocation gui
use the 12 CP method. WPAG.BBP-14-B-WG-01, at 1921; JP23 Br., BA4-B-JP2301,

at11-12.

ho
d

Powerex and JP11 maintain that BPA should not
ratio tests because BPA is different from the
int hat 80 percent of BPAOs sales adl4eB-PXAlsed on
at 3031; JP11 Br., BRA4-B-JP1101, at 45, 10. Powerex argues that the high amount of

contract demand skews the tests results in favor of allocating cosis basis of 12 months.

PowerexBr., BP-14-B-PX-01, at 3031 (citing Opatrny, BR4-E-PX-01-E01, at 38). JP11 also
asserts that, wunlike the wutilities considered
load. JP11 Br., BR4-B-JP1101, at 5.

BPA Staffodés Position

BPA incurs costs based on its transmission planning. FredrieksdnBP-14-E-BPA-33,

at3-4; Fredricksoret al, BP-14-E-BPA-4 5 at 2. BPAOs -qoincddenhi ng st u
peak | oad data because r8&gadymaphitallyainesseterst@yiimn sy s
which loads peak at different times throughout the year. Fredrieksan BP-14-E-BPA-33,

at8-9. BPA applies mandatory NERC transmission planning standareddUR0.1, which
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requires BPA to plan to meet allrdands over a range of system conditions, by planning the
system t o ser ve-coma@aden peakuemaraddna 8. BPA uses n
non-coincident peak load data in its planning studies. Because BPA incurs costs based on its
transmission system plaimg, its planning approach is an important consideration for cost
allocation. Id. at 34; Fredricksoret al, BR-14-E-BPA-45, at 2.

To determine the number of months on which to base theaiocident peak allocation, Staff
consideredwhenloadander gy transfers (the transmission
adjacent transmission systems) on BPAGO6s syste
schedules maintenance and outages. Fredricksain BP-14-E-BPA-33, at 811. Staff also
conductedth€ o mmi ssi onds peak ratio tests and consi
for allocating costs on the basis of 12 months. Staff acknowledged that the peak ratio tests apply
when choosing among coincident peak methodologies but may not apgaydio the

determination of which nenoincident peak methodology a utility should use. Fredrickson

etal., BR14-E-BPA-45, at 5.

Evaluation of Positions

JP2306s position is that #A[t] he Commi ssion has
coincidentpeak methodologies, but it has not used planning to justify a move from 12 CP or any

other coincident peak methodologytoa+won i nci dent peak metldB-dol ogy
JP2301, at 13 (emphasis in origihat )BPAIJPRE8 as g
planning as a reason to move from 12 CP, the rebuttable presumption cost allocation

met hodol ogy, to ald2 NCP methodol ogy. 0

Commission guidance indicates that planning is an important criterion for choosing a cost
allocation metbdology because it is an indicator of cost causation. Fredrigtsan BP-14-E-

BPA-45, at 2. Staff is not aware of any Commission guidance addressing the merits-of a non
coincident peak methodology or the factors that should be considered when glabdsieen a
coincident and nowgoincident peak methodologyd. at 3. Staff believes that the Commission

favors coincident peak methods because of a presumption that utilities plan their systems to meet
coincident peak demand#d. Staff is not awaref any cases in which the presumption was
rebutted. Id.

I n Order No. 888, the Commission reaffirmed t
utilities plan their systems to meet their tw
at21,599. The@ mmi ssi on has explained that fAthe wunde
the coincident peak method Adis that the size
the capacity which must be madlouisanaBRawér&bl e t o

Light Co, 14 FERC 1 61,075, at 61,127 (1981). The Commission has stated:

A utility builds its bulk power facilitiesj.e., generating units and transmission
lines, to meet the maximum or peak demand of its firm customers. Because the
utility incurs the cost of these facilities to meet the peak demand of its firm
customers, those customers should pay for the facilities. The peak responsibility
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method accomplishes this by allocating the cost of the facilities among the firm
customersinthesaan pr oportion as each customer s d:
peak.

Louisiana Pub. Serv. Commission v. Entergy Cdr§6 FERC 1 61,228, at P 61 (200ztger

denyi ndllFERR § 61,080 (2005). Planning to meet coincident peaks entails using

coincider peak assumptions in the planning studi@se generally Re Kentucky Utilities Co.

Opinion No. 116, 15 FERC 1 61,002 h 6 g , @pmianiNe.d 16A, 15 FERC 1 61,222,

at61,5040 7 (1981) . Therefore, the Commbasedononds a
a presumption that utilities use coincident peak assumptions in their planning studies.

BPA is not a jurisdictional utility and is not required to follow Commission precedent.

Moreover, the Commission does not require a jurisdictionalyutdiise a coincident peak

method if the utility demonstrates that another method is consistent with its transmission

planning approach. Order No. 888, 61 Fed. Reg. at 21s88%lsdrder No. 888A,

62Fed.Re g . 12, 274. 12, 32s1 a(rle9 9f7r)e,e sttoa tpirnogp ofisuet iél i:
theuse of the 1anonth rolling average in the load ratio share calculasabject to
demonstrating that such alternative is consi s
planningg . 0 ( e mp h a s i smnasdiachdak plso statddhhat: C o

nothing would foreclose the wutility Afrom
allocation method other than peak responsibility more appropriately reflects the
operating and planning realities of its tr

Re American Electric Power Serv. Corg4 FERC 1 61,206, at 61,749 (1988), cititentucky

Utilities Co, 15 FERC 161,002, e h 6 g , 1 EERC 1,222 (1981). Further, the

Commission has noted that planning documents that showed that the utilitt dgkrsystem

peak demand data in planning its transmission system would tend to support the position that the
utility does not plan its system to meet its coincident peKlentucky Utilities Cq.15 FERC

161,222, a61,506n.15.

The record in thisqpceeding demonstrates that BPA does not use coincident peak assumptions
for transmission planning. Fredricksenal, BP-14-E-BPA-33, at 9; Fredricksoat al, BP-14-

E-BPA-45,at67 , 9. BPAG6s planning approach, ntblser ef o
presumed planning approach. -Boihdiderd pepklcasn ni ng a
all ocation method because BPA pdoimaadentpedke syst e

WPAG argues that the Commi s s i ofoparationaldaatdrs areat i o
not contemplated to fAever produce an outcome
coincidental peak allocation method, or even that such an alternative to a coincidental peak

met hod woul d be appPFldPpWGe@ltae23.0WPAGRaMn@InsBhat.the B
Commission has approved the 12 CP method for utilities that are similar toIBP#.2022.

WPAG concludes that dit is cl eldant@l.t hat BPA sh
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The wutil ity otem glanning appnoashssithe foundatoral factor in cost causation.
Therefore, the planning approach, not the Com
operational factors, is the most important criterion for cost allocae@Order No. 888, 6

Fed. Reg. at 21,599; Order No. 88862 Fed.Reg. 12,274. 12,32Re American Electric

Power Serv. Corp44 FERC 1 61,206, at 61,749; Fredrickebal.,BP-14-E-BPA-33, at 34.

As di scussed above, a wutil it ymabds.LouisiamaPuli. s sy st
Ser v. Commoén ,406 FERC] 61r288yat FC&4..r Tiwus, the critical factor for

choosing between a coincident and a-noimcident method is which demands (coincident or
noncoincident) the utility plans, designs, and bsiiits system for.

The peak ratio tests and a utilityds operatin
cost causation. Instead, they determine whether the coincident demands depeekationths

are partly r es poxedcostslam, tferefore, whetber aost allbcationysidosld f

be based on 1, 3, or 12 montt&eeUnion Elec. Co. v. F.E.R,890 F.2d 1193, 11989 (D.C.

Cir. 1989);Carolina Power & Light Cq.4 FERC 1 61107, at 61,230 (19783 alsdGolden

Spread Electg Coop. v. Southwestern Pub. Serv.,@83 FERC %1,047, aP 75-76 (2008).

By comparing the utilityds coincident peak de
and | egacy contract rights) duri ndemanda@uringt i | it
theoffpeak mont hs, the peak rati o Gobldes Fpseadmeas ur e

Electric Coop, 123 FERC %1,047, at P 756; see alsd-redricksoretal., BP-14-E-BPA-33, at

12-13. A flat demand curve supports the use of thER2nethod.Golden Spread Electric

Coop.,123 FERC A 61,047, at P 76. The Commi ssi o
as additional support for allocating costs on the basis of 12 mathet.P 75.

WPAG and JP23 as s andttransntisaidn pl8nRirdgdssimikantosthe glanning
performed by other utilities that use the 12 CP method, and therefore BPA should use the 12 CP
method; however, neither party offers evidence to support these contei@esv§PAG Br.,
BP-14-B-WG-01,at 2621; JP23 Br., BR4-B-JP230 1, at 14. WPAG analyze
testimony on scheduled maintenance, system demand, unscheduled outages, diversity, and
energy transfers and argues that Commission p
support thel2 CP method. WPAG Br., BP4-B-WG-01, at20-2 1 . Contrary to WP,
arguments, however, Staffés consideration of
consideration of the factors. Staffonenrtestim
coincident peak planning approach. In the cases that WPAG cites for support, the Commission
considered the factors based on a coincident peak planning approach.

For example, WPAG compares Staffds testi mony
which the Commission considered a utilityés s
met hod because it was Areasonably reflectivebo

give rise to capacity (del#hB-WaD1,at2® (ciingCGemtralc ost . 0O
lllinois Public Service C9.14 FERC 163,047, at 65,132 (1981)). In the order WPAG cites, the
Admini strative Law Judge stated that the util
serve their peak welqwa treedneanltls 0o fa ntdh & theetni lei t y 6 s
monthly peak hour relationships using the peak ratio tests, scheduled maintenance, reserve
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capacity, shorterm sales, and interchange transactiofiem the context of this coincident

peak planning presnption. Central lllinois, 14 FERC 63,047 at 65,1326 . Staffds te
about BPAOs system de meinadentpeak demane pajternd,inat c us s e s
coincident peak demand. Fredricksgdral, BR-14-E-BPA-33, at 89; see alsdiSnohomish Crss
Examination Exhibit, BRL4-E-SN-07-VO06, at 2729. The case is not comparable.

WPAG al so compares Staffdos testimony on energ
the 12 CP method for utilities that plan to meet 12 monthly coincident peak8G\BP,

BP-14B-WG-01, at 21. Staffdés testimony on energy
loading conditions on particular flowgates and transmission paths, not the loading coincident
with BPAOGOs syst eanal,BeladE-BPA-3F at 81d;see alddESnahomish

Cross Examination Exhibit, BR4-E-SN-07-V06, at30-31.

As explained above, JP236s position is that B
appropriate because it is the CaAdR2BrsBPidonds pr
B-JP2301, at 13. JP23 maintains that BPAOG6s comp
diversity of BPAOs system Idatlh gR23 arguédsthat t he 12
A[ o] ther major tr ans mi s sstcomplywitheceliabildyestanslardsn t h e
and have diverse loads, yet all major transmission providers in the Northwest use the 12 CP

me t h o d old. 8BAyrecagnizes that other transmission providers are required to comply

with reliability standards and hadéverse systems; however, no party has offered evidence in

the record indicating whether other transmission providers apply the reliability standards and

pl an similarly to BPA. Moreover, as stated a
theComm ssi onés presumed planning approach. BPA

coincident peak method.

Staff applied the peak ratio tests as additional support for the 12 NCP proposal. Powerex and
JP11 argue that the peak ratio tests do not apply toligeAuse BPA is different from the

utilities the Commission regulates. Powerex Br.; BFB-PX-01, at 3031; JP11 Br., BA4-B-
JP1101, at 45.

Staff applied the tests using two sets of data: (1) NT coincident peak load and PTP and IR

contract demand;na (2) monthly transmission peak load, which represents all system flows

during the peak hour of the month, including load served under NT, PTP and IR contracts.
Fredricksoret al, BP-14-E-BPA-33, at 1314. The results of both tests were within the eang

that indicates a flat demantt. at 1415. Staff concluded that the flat demand supported

allocating costs to NT customers on the basis of 12 moidhs. at 15. However, s
planning approach supports a rarincident peak methodology, Staffgued that the test results

support the 1ACP method, rather than the 12 CP methiold.

In rebuttal testimony, Staff acknowledged that the peak ratio tests apply when choosing among

coincident peak met hods but fomefwhichmoe apply di
coincident peak met hodol ogetalaBPu4tEiBPA-46,t5s houl d
Staff stated that the tests were Aadditional
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but that the pr i mathg[noecoon snicd edreantti]o nd efinvaansd st ho n
peak at different times throughout the year and that BPA schedules maintenance and outages
duringoftpeak peri ods wh e n Iddatén&tafiicencladedehatithetest r [ . ] O
resul ts f withéhis conclusion,®verthough they are not directly applicable to an
NCP all ocatiol methodol ogy. 0o

The peak ratio test evidence is not directly applicable to acaomtident peak method because

Staff applied the tests using coincident peak dateere is no evidence applying the tests using
noncoincident demand data. Further, it is not clear that the Commission would apply the tests to
analyze a noftoincident peak methodology. In at least one case, the Commission approved an
alternative cosallocation method without applying the tes&ee Re American Electric Power

Serv. Corp, 44FERC 1 61,206, at 61,749.

Nevertheless, the evidence supports a conclusion thateoimrident peak method is the most
appropriate for BPAOGS system.

Decisimn

BPAG6s planni ng a p peoirzideatipeak dath, is difierent Foenghe n o n
Commi ssionds presumed planning approach for
system to meet nazoincident demands, its planning approach supports acoamciden peak

method, not a coincident peak method. Costs will be allocated to NT service using a non
coincident peak methodology.

Issue 4.3.1.5

Whether a noftoincident peak cost allocation method is inconsistent with the pro forma tariff.

Partiesd Positions

WPAG argues that because BPA has voluntarily filed its tariff with the Commission and is
seeking reciprocity status, allocating costs without regard to how the Commission would allocate
transmission costs would upset fire format ar i f f fA b a thatarmsaad conditiomse e n

of the various transmission services and the
be

detri ment of BPAGs NT customers and to the

B

BP-14-B-WG-01, at 1718. WPAG and JP23 arguaath 12 CP i s the Commi ssi

standard for cost allocation for theo formatariff. WPAG Br., BR14-B-WG-01, at 18;
JP23Br., BP-14-B-JP2301, at 9.

JP11 states that BPA does not n
the met hodology it selects is ei
JP11 Br., BP14-B-JP1101, at 24.

to a&adopt
r
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BPA Staffds Position

Staff does not specifically address this issue, but believes that@mmident peak method

(the12 NCP method) is consistent with Commission guidance in Order No. 888 that a cost

all ocation method should reflect a wudtall i tyods
BP-14-E-BPA-45, at 23.

Evaluation of Positions

JP11 appearstoasserhat a condition of the Commi ssionods
acceptable reciprocity tariff 1 s that BPAO6s a
Commi ssionbdbs ratemaking standards or, i f not

tha apply to BPA. JP11 Br., BP4-B-JP1101, at 24. The conditions for reciprocity status are
outside the scope of the rate proceeding and
BPAGOs rates does not includseteramwnt hgt wbeChbem
requirements for jurisdictional utilities.

WPAG appears to assert that any cost allocation method other than the 12 CP method (for

example, the 12 NCP method Staff proposed) upsets the balance between the terms and
conditionsin thepro formatariff and the costs allocated to PTP and NT serv&eeWPAG Br.,
BP-14-B-WG-01, 1718. This assertion is incorrect. The Commission permits a jurisdictional

utility to propose alternative cost allocation methods if the alternato@nisistent with the
utilityds transmission planning approach (see
open to other cost allocation methods and has never said that a certain method is needed to be
consistent with thero formatariff.

WPAGal so makes general assertions that i mply t
guidance on cost allocation (AFor BPA to esta
that are consistent with the pro forma, and then allocate transmissiowitbets regard to how

FERC would all ocate tr ans AdB-WG-@lnat 17.0AgdinsBPA 0) .

is not bound to follow Commission guidance. Nevertheless, BPA has considered Commission
guidance in depth and believes that the 12 NCP meshoaohisistent with that guidance.

Decision
BPAGS reciprocity status is not a rate case i
anoncoi ncident peak method is inconsistent witdt
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Issue 4.3.1.6

Whetherthe fact that BPA plans its system to meetecmncident peaks is weighed too heavily
in determining the cost allocation method.

Partiesd Positions

WPAG and JP23 argue that BPAO&s support for th
BPA uses noitoincident peak load forecasts in its planning studies. WPAG Br148R

WG-01, at22; JP23 Br., BR4-B-JP2301, at 13. WPAG claims that the use of fommncident

peak load forecasts in planning is one factor among many to consider for transmission co

allocation. WPAG Br., BA4-B-WG-01, at 22. WPAG argues that this one factor does not

outweigh all of the other factore..,. BPAOGs operating realities and
the 12 CP methodld. at24.

BPA Staffodéds Position

BPAplanst he system to meet each customerds foreca
customer6s |l oad and the transmission of energ
systems (energy transfers). Fredrickebal, BP-14-E-BPA-33, at 910. Because BPA aurs

costs based on its transmission system planning, its planning approach is an important criterion

in cost allocation.ld. at 4; Fredricksoet al, BP-14-E-BPA-45, at2.

Evaluation of Positions

WPAG argues that the 12 mWNECPntmedfthoweifight etso aa
BPAOs u sceincideht pealload forecasts in its planning studies. WPAG B+14HR

WG-01, at 25. WPAG asserts that if the choice of a cost allocation method were entirely
dependent upon the load used bytheul i ty for its transmission pl
simply declare that transmission cost allocation is an exclusive function of the type of load
forecast used [for transmission pllada22i ng] and

WPAG di mi ni shes the importance that planning p
allocation. As explained at Issue 4.3.1.4, the foundational factor for choosing between a

coincident and nowoincident method is the demand a utility plans to meet.CThbemmi s si on o0 s
endorsement of the 12 CP method is based on a presumption that utilities plan to meet their
coincident peak demandS&eeOrder. No. 888, 61 Fed. Reg. at 21,599; Order No-A388

62 Fed. Reg. at 12,32Kentucky Utilities Cq.Opinion No. 116A, 15 FERC 1 61,222,

at61,50461,507. Thus, even under Commission guidance, transmission cost allocation gives
significant weight to the load considered in transmission planning.

WPAG cl aims that BPA has not denoncoingidentslt ed t ha
rather than coincident al peak | oadso for tran
system. O VIB-B\BG-BLr at 23. BRdause facilities needed to mitigate potential
system pr obl e mseampianning hezorBMewdds thet sanmre if BPA planned to
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meet the coincident ratherthanroro i nci dent peak | oad, WPAG stat
that the use of nenoincident as opposed to coincident loads has is on the timing of transmission
reinforcements or upgdes.Id. at 232 4 . WPAG argues that timing 0
timing is also impacted by the priloat@ssi onal |

Therefor e, WPAG ¢l ai ms, t h ecoifcdént aed coirttidetbd nct i o0

assumptions i s not a mat &rnaatter of tvhethds@adostsaes t s ar e
i nc urld. atd4 (@mphasis in original). WPAG does not believe that the timing difference
bet ween the two | oad as s umgvitlence ansd fadgioessthatr wh el ms

indi cate that BPA shoul . use 12 CP for cost a

The chief distinction is not timing, but whic
Seel ssue 4.3.1. 4. The design odredBerbythe syst em ¢
nortcoincident, not the coincident, peak load and energy transfers. FredretlaomP-14-E-

BPA-33, at 910; Fredricksoret al, BP-14-E-BPA-45, at 9. While it is true that BPA might

incur similar costs if BPA planned to meet théncaent peaks, this does not indicate that BPA

actually plans or incurs costs to meet the coincident peaks. Further, as described at Issue 4.3.1.4,

all of the other factors do not support the 1
guidancetoSfaf 6 s t esti mony does not indicate that B
A core function of BPAOGs transmission plannin
capable of reliably serving the cusbotfeysitentr sdé de
conditions. BPAGs pl anni n g-cothoderd peakdoads, &t c | usi v
analyzes the systembés ability to serve those
dispatch of the generation on the system, seasonal amgmgoeratures, and outages of critical
transmission facilities. Fredrickset al, BP-14-E-BPA-33, at 812; Fredricksoret al, BP-14-

E-BPA-45, at 611, 1718. These factors are considered in relation to serving theanaident

peak loads. Thus,theicst ome-c ednnbodent peak | oad is fundan
approach and the main driver of the costs BPA incurs to provide reliable load service: A non
coincident peak cost all ocati on me t-doiocilendoes n

peak load too much weight.

WPAG and JP23 argue that the rate differential between 12 NCP and 12 CP is significant for

NT customers. WPAG Br., BP4-B-WG-01, at 25; JP23 Br., BP4-B-JP2301, at 1718.

WPAG al so argues that delalkcluys tmaree ®d fharv et rpaan dmi
since 1996 and that #A[a]fter 17 years it is t
Br., BP-14-B-WG-01, at 25. There has been no improper cost shift. Since BPA has adopted the
OATT, B P A 6 s or thaNetsvork segment (as well as other rate levels) have been set
through the Administratords adoption of | arge
customers. Fredricksaat al, BP-14-E-BPA-33, at 13. The question for this proceeding @& n

whether NT customers are paying more than they would under a different methodology, but

whether the allocation of costs to them is appropriate. Itis.
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Decision

Serving the-counttcomemdd lmams i s a corengfuncti o
and a key driver of the costs BPA incurs. A-nomcident peak method does not overemphasize
theroleofnorc oi nci dent peaks in BPAG6s planning appr
Issue 4.3.1.7

Whether BPA should allocate costs to NT service on the basis of two, thmelver months.

Partiesd Positions

Al t hough JP11 states that it regards Staffds
and credible, JP11 disagrees with the conclusion that the use of 12 months for the cost allocation
proposal is consistent it BPAG&s pl anni ng d¢BiPblalcated. JPIIP11 Br
argues that BPAOG6s planning approach focuses m
indicates that costs should be allocated using the 2 or 3 NCP médhatl9. Powerex agrees

with JP1106s suggested cost al |-0d4BaPX-0lpat31-3det hodol o
MSR c¢cl aims that BPA does not pl dAR-MSOLl at4.i mont h

WPAG and JP23 support allocating costs on the basis of 12 months butelibag st
allocation should be on a n@oincident peak basis. WPAG Br., BBR-B-WG-01, at 17,
JP23Br., BR14-B-JP2301, at 12.

BPA Staffodéds Position

Staff proposed allocating costs to NT service on the basis of 12 months because BPA plans the
transnission system to meet demands under a range of system conditions throughout the year.
Fredricksoret al, BP-14-E-BPA-33, at 812; Fredricksoret al, BP-14-E-BPA-45, at 1117.

BPAG6s transmission system cover s eas ug @€q g rBaPpAhdisc
and energy transfers (the transmission of ene
systems) peak throughout the year, not during a single month or season. Freeétickson
BP-14-E-BPA-33, at 811. Staff also consideredteey st emdés abil ity to rel.i
during the outage of critical transmission facilities and the scheduling of maintenance and

outages during ofpeak periodsld. at 11. These factors support allocating costs using

12 months. Id.

Evaluation of Positions

JP11 states that BPA uses Western Electricity Coordinating Council (WECC) base cases
representing winter and summer peak and springexdk loading conditions and concludes that
BPAG6s system planning f ocus e thanmml2menthlypeaks.t hr e e
JP11 Br., BPL4-B-JP1101, at7-9. JP11 argues that this justifies allocating costs based on the
customer 6s peak in the winter peak case (the
season), and the spring -qi€ak cae (the spring season), which JP11 refers to as the 3 NCP
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method. Id. at 89 . The 2 NCP method includes the cust
peak cases onlyd.

While JP11 is correct that BPAGs patanning stu
i ncorporate the coshomeéens temhedtf oont he sea:
the two or three seasonal peaks does not account for the impact{belofieriods have on

BPAOGs <cost setal, BRI4E-8RAI38, kt 42 Fredricksoet al, BP-14-E-BPA-45,

at 17. Potential system deficiencies occur at times when loads are typically lower. Fredrickson

et al, BP-14-E-BPA-45, at 13, 16. BPA uses at least onepafik base case, which represents

spring or early summer offeak loadand system conditiondd. at 14. BPA does not explicitly
useafallofpeak case, but these conditions are none
because the spring or early summerp#ak conditions adequately represent the highest stresses

on the system during all effeak periodsid. The offpeak conditions impact the costs BPA

incurs. Id. For example, the higher ambient temperatures during the summer reduce the transfer
capability of the system and result in potential thermal ovepoalblems during ofpeak

summer load levels that may require a corrective action péhrat 6, 14.

JP116s proposal also overlooks the i mpact tha
on BPAG6Gs ability to etet 8R14H-BPA83 at $1. OutaBes affdct i c k s o
the availability of transmission capacity to serve load and transmit energystéim.Id. In

order to mitigate the impact that outages may

peak periods, BPA schel@s a large amount of transmission line maintenance work and plans its
transmission outages for periods when load and energy transfers arelthve¢rl2. The

transfer capability (which is reduced by scheduled transmission outages) available toagkrve |
during offpeak periods is not significantly different from the transfer capability available to
serve load during summer and winter peak conditi@ee, generally;redricksoret al, BP-14-
E-BPA-45, at 1617.

A 2 NCP method does not reflect any-pg&ak conditions, and a 3 NCP method reflects only
one, the spring ofpeak condition. However, BPA reinforces or upgrades the transmission
system to mitigate the potential system deficiencies that may occur during all ofgeakff
conditions. Freddksonet al, BP-14-E-BPA-33, at 12; Fredricksoet al, BP-14-E-BPA-45,
at14, 16. Therefore, it is important to consider allpébk periods when allocating costs. The
12 NCP method does this.

JP11 al so argues t hat ttilransmisdon dySid ppak aspge duenly A a s
each month of [the] year contributes equally to the overall cost of building and constructing a
reliabl e transmi s s-l4BrP140i,sat7e Rowearex sindil@rly drguésithat, BP
A[ u] se of tpeakslicongdermeachtmbnthyequally, and thus is appropriate [only]
where NT customers have r el-B&B-PXH,Ilay30.ftMSRt | oads
argues that the Ai mplicationo of the 12 NCP m
basis. MSR Br. Ex., BP14-R-MS-01, at 4. The 1RICP proposal does not assume that BPA

performs planning studies for each month of the year or that the planning studies evaluate each
cust omer 6s Idncident pdaks.l The 12 bBl@P proposal also doeassoime that
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the cost i mpact i s the same for al/l mont hs.
demands during the peak and-p&fak months impacts the costs BPA incurs. Fredricksah,
BP-14-E-BPA-33, at 812; Fredricksoret al, BP-14-E-BPA-45, at 1317.

I n addition, although BPA is not bound by Com
guidance on the peak ratio tests and operating realities is not directly applicable for a non

coincident methodology (see discussion at Issue 4.3itlshpuld be noted that the

Commi ssionbdbs standard for allocating costs on
utility performs monthly planning studies or that the load during each month of the year causes

the utility to incur the same amourftansts. Rather, the Commission compares the relationship
between peak and effeak demands to determine whether thepetik demands are, in part,
responsible for the wutilitybés fixed epeakt s. T
periods inpact the costs the utility incurs, not whether the cost impact is the same during all

months.

WPAG states that JP11 Asummarily rejects the
that it does not beli eve t heignoeptpeloperatiomal BPAG s
factors that FERC requir es-14B-WG-(ltai28. S WPA® consi
argues that application of the Commi ssionb6s g

conclusiono that BPA sihwkPAG statebhethdt CPPhét
standard industry metrics that produce [the 12 CP] conclusion must be wrong (but without

providing any authority orldptRE8. Alheugitthet o suppo
12CP met hod may inahl decdmel Wsiinadred when appl yin
guidance (see discussion at Issue 4.3.1.4), W
account for the full range of BPAOGs operating
Decision

BPA plans the transmission system and incursscost 0 me et | tceincidemtst o mer 6 s
demands throughout the year, not only during

summer months. Accordingly, BPA will use a-nomcident peak methodology (as discussed at
Issue 4.3.1.4) and allocat®sts to NT service on the basis of 12 months.

Issue 4.3.1.8

Whether BPA should credit shaegrm and noffirm PTP sales revenue to PTP, IR, and NT
service based on the contribution of each service to excess capacity on the system.

Partiesd® Positions

JP11 argues that the capacity that BPA sells as-¢tiontand notfirm PTP service is unused
capacity that has been built into the system for PTP, IR, and NT service (which JP11 calls
Aexcess o) .-14BJJP1LL, aBl4..JP11 Bréposes that BPAdir shoriterm and
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nonfirm PTP sales revenue between PTP, IR, and NT services and that the amount of the credit
be based on the cost allocation method BPA addgtsat 1315.

WPAG argues that JP116s pr opos avhichskoritermt si de
sales are credited against the total revenue requirement for the entire network, even when utilities
use the 12 CP method. WPAG Br.,-BBB-WG-01, at 2930.

BPA Staffodéds Position

BPA Staff argues t hat J&uteltdasks qupportpaoraiendle,ors n ot
analysis. Fredricksoetal., BP-14-E-BPA-4 5, at 39. JP116s proposal

standard Commission methodology or with standard revenue crediting methodology used when
cost allocation is based onntoact demand for PTP service and load for NT senvideat 40.

Evaluation of Positions

The premise of JP116s argument is that wunder

costs allocated to PTP and IR service based on usage) or a 1 N@Rocasibn (with costs

allocated to PTP and IR service based on contract demand), NT and PTP customers would
contribute equally to the cost of excess capacity on the system. JP11-BA-FBFP1101,

at14. If BPA adopted either of these methods, tloeesfPTP, IR, and NT customers should

share equally in the revenue credits for stemtn firm and noffirm PTP salesld. Under the

12 CP method, however, NT customers pay only for the capacity they use and do not share in the
cost of excess capacityherefore, if BPA adopts the 12 CP method, NT customers should not
receive revenue credits for shoetm and nonfirm PTP sale&d.

JP 11 includes a table showing how shertn and no#firm revenues should be credited,
depending on which allocationatihod BPA adoptsld.; see alsd-inleyet al, BR-14-E-

JP1101, at 25. However, JP11 does not explain how it derived the figures in the table.
Moreover, JP11 assumes that it is possible to separate out the costs BPA incurs to provide
capacity that is el from the costs of excess capacity. BPA does not divide its costs this way
and cannot determine the contribution of each customer class to the costs of excess capacity.
Fredricksoret al, BP-14-E-BPA-45, at 39. As Staff testified, excess capacitgtsxior myriad
reasons, including the lumpiness of transmission investment, loads being less than peak loads,
and contract demand customers not using their full reservation$?articular amounts of

excess capacity cannot be traced directly to a péatitransmission service.

Although BPA is not bound by Commission precedent when setting rates, it should be noted that
JP116s crediting proposal i's not consistent
by the Commission in conjunction wigtllocating costs to PTP service based on contract demand
and to NT service based on a 12 CP methodol&gpeFredricksoret al.,BP-14-E-BPA-45,

at40, WPAG Br., BR14-B-WG-01, at 2930. The standard Commission methodology is to

credit the transmissiorevenue requirement for the shtetm revenues prior to allocating the

costs to PTP and NT service. Fredrickepal, BP-14-E-BPA-45, at 40; WPAG Br., BR4-B-

WG-01, at 29.
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Decision

BPA will not credit shorterm and norfirm PTP sales revenue to PTIR, and NT service based
on the contribution of each service to excess capacity on the system

4.3.2 Utility Delivery Service

The utility delivery charge is a rate for the delivery of poteeutility customers over the utility
delivery segment, which includesubstations and other transmission facilities that deliver power
at voltages below 34.5 kV. Transmission Rates Studyl8P-BPA-07, at 77. Settlement of

the transmission rate cases for the last several rate periods resulted in a utility deliggy char
that did not fully recover the costs of the utility delivery segment. Bogtialn, BP-14-E-

BPA-30, at 10. Staff proposed to increase the charge by 25 percent for FiY220%40 move

the rate toward full cost recovery, even though the charge stilldnot fully recover the costs

of the segmentld. at 1011; Bogdoret al, BR-14-E-BPA-43, at 16.

Utility delivery customers argue that the proposed increase is too high and would result in rate
shock. These customers propose transitioning theywudeiivery charge to full cost recovery

over the next three to five rate periods. MNuitity delivery customers argue that a 25 percent
increase is too low and recommend that BPA adopt a rate that fully recovers the costs of the
utility delivery segment.The contested issues related to utility delivery service are addressed in
the discussion that follows.

Issue 4.3.2.1

Whether cost causation principles require BPA to increase the utility delivery charge to the level
necessary for the charge to fullycover the FY 20142015 utility delivery costs.

Partiesd Positions

Iberdrola and Powerex argue that cost causation principles dictate that BPA set the FY 2014
2015 utility delivery charge to fully recover the costs of the utility delivery segment. Ikerdro
Br., BR-14-B-IR-01, at 78, 10; Powerex Br., BR4-B-PX-01, at 27.

JP03 and WPAG argue that increasing the utility delivery charge to fully recover the costs of the
utility delivery segment would result in rate sho&eeJP03 Br., BP1L4-B-JP0301, & 20-21;
WPAG Br., BR14-B-WG-01, at 34.

BPA Staffoéds Position

Increasing the utility delivery charge to fully recover the costs of the utility delivery segment
would result in rate shockBogdonet al.,BP-14-E-BPA-30, at 1011; Bogdoret al.,BP-14-E-
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BPA-43, at 16.Staff recommends increasing the utility delivery charge by 25 percent to balance
cost causation principles with the avoidance of significant rate shdck.

Evaluation of Positions

Iberdrola and Powerex argue that cost causation prascgittate that BPA adopt a utility
delivery charge that fully recovers all utility delivery costs. Iberdrola Br-18B-IR-01,
at6-8; Powerex Br., BR4-B-PX-01, at 27. These customers point out thatundity delivery
customers do not use utililelivery facilities and do not cause BPA to incur utility delivery
costs. Id. Iberdrola and Powerex argue that adility delivery customers have been paying
utility delivery costs for at least 12 years, and possibly loniger.

If BPA changedthetui | i ty delivery billing factor to the
delivery points of delivery, BPA would have to increase the utility delivery charge by

approximately 84 percent to fully recover the utility delivery costs. Bogtlah, BP-14-E-

BPA-43, at 15. As discussed above, however, BPA has decided to retain the cur2@iarFY

2013 billing factor. See als@Bogdonet al.,BP-14-E-BPA-43, at 16. Since the current billing

factor is a lower measure of load, the utility delivery chargalavhave to increase by

approximately 130 percent to fully recover utility delivery costs for FY 22Q45.

Transmission Rates Study, BB-FSBPA-07, at 87.

Either an 84 percent increase or a 130 percent increase would result in rate shock. eBalgdon
BP-14-E-BPA-30, at 1011; Scott and Carr, BP4-E-JP033, at 56; WPAG Br., BP14-B-

WG-01, at 34. On the other hand, increasing the utility delivery charge by 25 percent would
result in recovering approximately $2.@llion per year in utility delery costs through the

rates that apply to the other segments. Transmission Rates Study Documentatiéf, B8P
BPA-07A, Table 9. This represents approximately 0.3 percent of the total transmission revenue
requirement in the Initial Proposabeed. at Table 1.

All parties acknowledge that the utility delivery charge in the last several rate periods was the
product of negotiated settlements rather than decisions made in fully litigated proceedings.

Iberdrola Br., BP14-B-IR-01, at 6, 89; Powerex B, BP-14-B-PX-01, at26. Although these

settlements have led to a lengthy period of relative transmission rate stability, they also have
contributed to the current undexcovery by the utility delivery charge. Bogderal.,BP-14-E-

BPA-30, at10. After this lengthy period, it would be unfair to impose such a large increase in

the utility delivery charge in one rate period. Although cost causation is an important principle,
avoidance of rate shock is as well. As explained at Issue 4.3.2.2, thekiatpdiscretion
provided in BPAO6s statutes guides the establi
proceeding.

Iberdrola argues that essentially more than doubling the utility delivery charge would not result

in rate shock, because most utilitylidery customers also buy Federal power from BPA, and

utility delivery charges are only a small percentage of the combined power and transmission bill.
Iberdrola Br.,, BP14-B-IR-0 1, at 7. Under I berdrolabds appr o
transmissiomates would be insignificant to a customer that purchases Federal power, because

BP-14-A-03
Chapted.01 Transmission Topics
Pagel67



power costs greatly exceed transmission costs. Bogidaln BP-14-E-BPA-43, at 1011, Itis
unreasonable to assume that no transmission rate increase could ever rasuthock.

| berdrol ads analysis indicates that i n many c
cust omer 6s t e.qBasdon, Boaners FFerryh Caschde Locks, Coulee Dam, Drain,

Milton, Minidoka, Steilacoom, and TroySeeBogdon et al.,BP-14-E-BPA-43, Attachment 1.

WPAG points out that the wutility delivery cha
which are least equipped to handle large rate increases. WPAG Br4-BRWG-01, at 32.

The evidence demonstrates thaireasing the utility delivery charge to fully recover utility

delivery costs would have significant enough impacts on utility delivery customers to warrant
balancing cost causation with concerns about rate shock. No other customer group faces an
increaseclose to that for any transmission rate in the FY 20045 rate period.

| berdrola objects to the Ainequitable treat me
BPAGs approach to cost caus at-Fedenalvara®engrgyef er en
resource (VER) transmission customers. Iberdrola BR18B-IR-01, at 8, 9. Iberdrola states

t hat BPA has been Apermitting this [utility d
representative of a pattern of BPA decisionmaking thétisghrieference customer costs to

integrated network transmission customers but directly assigns to VERs any costs that are

arguably related to VER4Sd. Iberdrola cites the costs of certain resources under the VERBS

rate and costs of the Wind Integratibre am as exampl es of expenses t
transmission customers geneldal |l yo but that BP

The Asubsidyo that I berdrola says BPA fAper mit
settlements by rate case parties iargwate case during that period. Likewise, in this

proceeding the treatment of resources under the VERBS rate and of the Wind Integration Team
costs was resolved through a settlement that
Administra or 6 s Record of Decision on Settl ement Pr
Transmission, Ancillary, and Control Area Services Rates]8R-0 1, at 14. BPAOGS
decisionmaking associated with these settlements does not reflect discriminatory or other forms

of inequitable treatment, but reflects an appreciation for regional resolution of the otherwise

divisive issues that would be involved.

Iberdrola and Powerex also argue that setting a utility delivery rate lower than the full cost

of service may inhibiutility delivery facility sales. Iberdrola Br., BP4-B-IR-01, at 9;

PowerexBr., BP-14-B-PX-0 1, at 28. BPAG6s policy goal of s
is an important consideration in setting the utility delivery charge. Bogtlah,BP-14-E-

BPA-30, atll. Increasing the charge by to fully recover utility delivery costs would send a very
strong price signal to encourage customers to purchase the remaining facilities. The record

shows, however, that BPA has sold a large number of sidnstavithout setting a utility

delivery rate that fully recovers its cosBogdonet al.,BP-14-E-BPA-43, at 16. Furthermore,

as JP0O3 and WPAG point out, the wutility deliywv
ability to sell utility delvery facilities; other issues, such as the cost and age of the facilities, are

also very important. WPAG Br., BP4-B-WG-01, at 3233; JP03 Br., BR4-B-JP0301, at21.
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These points suggest that BPA can effectively promote the purchase of the faaifices
increasing the utility delivery charge to a level that would result in rate shock.

Powerex recommends that BPA increase the utility delivery rate to full cost recovery and use
transmission financial reserves to mitigate the rate impact. PoBereBP-14-B-PX-01,

at25,2 7 . Powerex would require utility delivery
in the future.ld. As discussed in section 4.2, financial reserves are being applied to reduce the
general transmission revenue reguient and to reduce transmission rates overall. Reserves are

not being targeted to reduce any one particul
the potential impacts associated with increasing the utility delivery charge to full cost recovery

the mechanism for fArepleni shmento of the rese
evidence to support adoption of a particular mechanism. Staff expresses concern that utility

delivery customers could still experience rate shock under Powsrexpr oposal , and P
acknowledges that BPA would have to structure the terms of replenishment to avoid that result.
Bogdonet al.,BP-14-E-BPA-43, at 15; Powerex Br., BP4-B-PX-01, at 27. BPA is reluctant to

adopt a rate mitigation proposal that has been developed on the record, particularly when

there are concerns that it might not address the problems at Saeicott and Carr, BR4-E-

JPO303, at 7 (expressing concern about the Acir

Although it is importat to set a utility delivery rate that begins transitioning that rate to complete

cost recovery, the recommendation to set the rate to immediately fully recover the utility delivery
costs fails to properly recognize the potential impacts on utility dglimestomers.

Appropriately resolving the FY 2012015 utility delivery charge requires striking a balance

bet ween cost causation, avoidance of rate sho
the purchase of utility delivery facilities by utilityelivery customers.

Decision

Cost causation principles do not require BPA to increase the utility delivery charge to the level
necessary for the charge to fully recover the FY 20045 utility delivery costs.

Issue 4.3.2.2
Whether section 9 of the Tremission System Act requires BPA to increase the utility delivery

charge to the level necessary for the charge to fully recover the FY 2053} utility delivery
costs.

Partiesd® Positions

Powerex argues that setting a utility delivery charge that dddsltyorecover utility delivery

costs Ais inconsistent with BPAG6s statutory m
Act to establish the | owest possible rates co
results in higher ratesforBBAs ot her tr ansmi ssi oRl4B-RX0L,0 mer s .
at27.
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BPA Staffds Position
This is a legal issue that Staff did not address in its testimony.

Evaluation of Positions

Powerex cite®acific Northwest Generating Coop. v. Department of Byes80 F.3d 792,
82021 (9th Cir. 2009)RPNGQ), in support of its argument regarding section 9 of the
Transmission System Actd. Powerex states that tRRNGCcourt heldthat fibecausea
monetarypayment to certain direcserviceindustrialcustomers wold haveresultedn higher
ratesfor all otherBPA power customersuchpaymentwasinconsistent wittB P A thandate
undersection9 of the Transmissin SystemAct to providepowerat the lowestpossible rateso
customes consistent withsoundbusinesgr i n c i lg. h.@6s . 0

Powerexds argument i s RNGG PHA&sod@ enteringiddkon | i ke t he
transactions that would increase its costs. Instead, a lower utility delivery rate only changes how
existing costs are allocated among custom¥rsder section 9 of the Transmission System Act,

BPA has the ratemaking discretion to allocate costs based on generally accepted ratemaking
principles to further its mission and business objecti8e=e Pac. Power & Light Co. v. Duncan,

499F. Supp. 672683 (D. Or. 1980)accord City of Santa Clara v. Andrus72 F.2d 660

(9th Cir. 1978). Cost causation is not the sole ratemaking principle. As explained in Issue

4.3.2.1, setting the F2014 2015 utility delivery charge involves balancing cost causatiah

the avoidance of significant rate shock.

Nothing insection 9 of the Transmission System Pastricts BPA to any particular rate design
methodology or theory or requires setting rates based on strict cost causation prisaples

Pac. Power & LighCo. v. Duncan499F. Supp. 672, 683 (D. Or. 198®c¢cord City of Santa

Clara v. Andrus572 F.2d 660 (9t i r . 1978) . Moreover, even if
result in higher rates overadlection 9s not a mandate to set the lowest rates plessitbhout

regard to any other business or legal princiiBeeBP-12 Final ROD, BP12-A-02, at 12728

(quotingC a | . Energy Commén v,90B®di2e8yl3ddd (¢hdrower Adr
1990). InsteadC o n g rhasgdslegdied to BPA the discrettom det er mi ne Ohow be
BPAG6s business interests Alooa e g Banmevtille Rowerh it s

Admin.,698 F.3d 774, 789 (9th Cir. 2012).

PNGCdoes not mandate a different result. PHGC BPA entered into contractgtiv its direct

service industry customers under which BPA pr
Afi nanci alPN@CHBMreSa at 800. drhat is, BPA gave the DSIs money rather than

selling them power . B BauthdiytelhpowertatieeDEI$ dodse | d t
not mean that BPA may simpjyyemoney t o t he DSIs by calling tt

with oOmonet i ze dd. at828 (einphasis ib erigirealf). iIntthes.cas@BPA is doing
nothing of the kind.Instead, BPA is selling utility delivery customers transmission service, and
at a substantially increased rate from the previous rate period. Setting a rate for that service in
accordance with generally accepted ratemaking principles in the utility bssineluding the
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avoidance of significant rate shock, is consistent with a busoressed philosophySee

Bogdonet al.,BP-14-E-BPA-30, atll; Finleyet al, BP-14-E-JP120 1, at 1 3. Power
proposal to apply financial reserves to addressnipact of increasing the utility delivery charge

by the large amount needed for full cost recovery recognizes that avoiding rate shock is an
appropriate ratemaking principle. Powerex Br.; BFB-PX-01, at 2728. The fact that

Powerex and Staff have praged different approaches to addressing the potential impacts of a

large rate increase highlights the fact that decisions such as these appropriately are left to the
Admini stratords ratemaking discretion.

Decision

Section 9 of the Transmission Systernddes not require BPA to increase the utility delivery
charge to the level necessary for the charge to fully recover the FY 2013} utility delivery
Ccosts.

Issue 4.3.2.3
Whether BPA should increase the utility delivery charge by 25 percent for FY2Z20®or

begin a series of gradual increases to transition the rate to full cost recovery in three to five rate
periods

Partiesd Positions

JPO03 proposes that BPA should increase the utility delivery charge at the overall rate of increase
of rates for thenetwork segment for the next three rate periods. JP03 BA4ER2IP0301,
at21-22.

WPAG proposes to increase the utility delivery charge by 16.8 percent for each of the next five
rate periods so that the c¢htenypas WBAGByEx,ecover
BP-14-R-WG-01, at 89; WPAG Br., BP14-B-WG-01, at 34; Salebet al, BP-14-E-WG-02,

at19.

BPA Staffodéds Position

Staff proposed increasing the utility delivery charge by 25 percent for FYf 2018. Bogdon
etal., BP-14-E-BPA-30, at 1611.

Evaluation of Positions

JPO03 argues that increasing the utility delivery charge at the same rate as the network segment
for the next six years would give both BPA and utility delivery customers a reasonable means of
recovering the costf utility delivery facilities without unfairly subjecting those customers to

rate shock. JP03 Br., BR+-B-JP0301, at 2122. WPAG makes similar arguments in favor of

its proposal. WPAG Br., BR4-B-WG-01, at 3334.
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As an initial matter, in this preeding BPA is setting rates for the FY 202@15 rate period

only. Even if BPA were inclined to address the utility delivery charge for several rate periods,

it is unclear in JP0O30s proposal when, i f eve
utility delivery costs.SeeJP03 Br., BP14-B-JP0301, at 2122; seeScott and Carr, BR4-E-

JP0302, at 2728. The degree to which the utility delivery rate would recover the utility

delivery costs would depend entirely on unknown changes in netweskaatl utility delivery

costs over the next six years. JP03 also did not address the potential outcomes at the end of the
six-year period or the actions BPA should take at that point. JP03 appears to focus almost
exclusively on minimizing the rate incisafor utility delivery customers in the FY 2029015

rate period.

WPAG proposes to increase the utility delivery charge by 16.8 percent for each of the next five
rate periods so that the charge full ¥x,recover
BP-14-R-WG-01, at 8. Increasing the utility delivery rate by 16.8 percent each of the next five

rate periods would result in a total rate increase of 84 percent. As explained in Issue 4.3.2.1,
however, this rate increase would recover all utilegyiveery costs only if BPA also changed the
utility delivery billing factor to the custom
del i very. WPAG is reacting to Staffds I nitia
the billing factor SeeBogdonet al.,BP-14-E-BPA-30, at 9. Under the existing billing factor, it

would take five successive rate increases of approximatglg2ent to bring the utility delivery

charge to full cost recovery (assuming no change in utility deliverg dosing that time).

Taking WPAGOGs proposal on its own terms, howe
16.8percent would be lower than the increase in some other rates. Particularly given the

decision to leave the existing billing factor irapé, an increase of 16.8 percent would place too

little emphasis on cost causation and the eventual elimination of the cost shift to other customers.
Both WPAG and JP03 seem to rely on the assumption that the utility delivery charge under

recovery resultéh ade minimiscost shift that should cause little conce8eeWPAG Br.,

BP-14-B-WG-01, at 3334 and JPOBr., BR-14-B-JP0301, at 2122.

JPO03 argues that its proposal to increase the utility delivery charge by the amount of the network

rate increas is a fair one for BPA and its customers. JP03 Br18B-JP0301, at 2122.

Powerex and Iberdrola maintain that any sbiiftility delivery costs is unfair. Powerex Br.,
BP-14-B-PX-01, at 27; Iberdrola Br., BR4-B-IR-01, at7-8. Given the evidase of the cost

shift created by the undeecovery by theitility delivery charge and the opposition of some

customers that bear the undgecovery, it would be difficult to justify increasing the charge less

than or equal to the increase in the netwot&.ra he utility delivery charge is not increasing to

the level necessary to fully recover the utility delivery costs for FY 22045, but the rate

needs to begin an aggressive transition to full cost recovery in this rate period. Bogtpn
BP-14-E-BPA-43, atl 1 . JP0O036s and WPAGOGs proposals do r

JP0O3 argues that Staffds proposal for a 25 pe
delivery customers for the settlements of the past several rate cddbse anle of utility
delivery facilities in recent years. JP03 Br.,-B#B-JP0301, at 20. This is an argument that it
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would be unfair for utility delivery customers to bear a larger portion of their cost of service than
they have had to bear in thespaThe evidence demonstrates, however, that the utility delivery
charge would underecover the costs of the segment even with a 25 percent increase and that
other customers pay those costs. Bogeloal.,BP-14-E-BPA-30, at 10. BPA is not penalizing
utility delivery customers by requiring them to pay more of the costs of providing service to
them. Bogdoret al.,BP-14-E-BPA-43, at 12.

JPO03 also argues that a 25 percent rate increase would result in rate shock. JPG38BB- BP
JP0301, at 20, 22WPAG descri bes fAadverse i mpactso to s
customers. WPAG Br., BP4-B-WG-01 at 32; Salebat al, BP-14-E-WG-02, at 1719.

Although 25 percent is a significant increase, the record does not demonstrate that the increase is
sohigh or that the impacts will be so great that this increase alone will result in significant rate

shock. JP03 and WPAG suggest that rate shock must be evaluated in terms of the magnitude of

the increase at issue relative to the increases in otheinrdbesproceeding. Scott and Carr,
BP-14-E-JP0303, at 5; Salebat al, BP-14-E-WG-02, at 16. The rate increase meets this test as

well: a 25 percent increase for the utility delivery charge is at the upper end of the range for all
proposed transmissioate increases for the rate period. WPAG Br;1B8MB-WG-01, at 32.

This does not constitute rate shock, particularly given that the rate will still-vextarer the

segment 60s costs even with a 25 percent 1increa

JP03 and WPAG provide evidenceasgjng the cumulative impact of all transmission rate
changes for certain utility delivery customers in FY 2@015. Scott and Carr, BR}-E-

JP0303, at 45; Salebeet al, BP-14-E-WG-02, at 17. Reducing the rate increase for utility
delivery customers not the appropriate means of addressing cumulative rate impacts. As
described in ROD section 4.2, the use of financial reserves will reduce the overall increase and
address those impacts. The price signal for the utility delivery charge shouldactdititsnal
incentive to purchase utility delivery facilities and avoid the utility delivery charge altogether.
Bogdonet al, BP-14-E-BPA-30, at 1112; Bogdoret al, BP-14-E-BPA-43, at 16.

WPAG predicts two undesi r ablpesalolduetmsigeficant f BP A
nornfinancial issues affecting some utility delivery facilities, customers served by those facilities

will be unable to immediately buy them, which makes a higher price signal ineffective; or

(2) BPA will be overwhelmed by anghable to timely respond to the volume of customer

interest in purchasing utility delivery facilities, and customers that want to purchase the facilities

will have to pay the utility delivery charge while they wait. WPAG Br.; BFB-WG-01,

at33-34.

Although the sale of specific utility delivery facilities is not an issue in this proceeding, it is true

that in the past nefinancial issues have complicated the discussions regarding the sale of some

of those facilities. dHam the assumption W& Aodld bec onc er n
inappropriate for utility delivery customers to pay a rate that reflects the true cost of service.

BPA is not increasing the rate to achieve full cost recovery for FYTi2014 due to concerns

about rate shock, but tfesis nothing inappropriate about utility delivery customers paying the

full costs of the facilities that serve those customers.
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With respect to WPAG6s second point, that <cus
facilities they wish to purchase, BRyants to encourage interest in purchasing utility delivery

facilities. To that end, BPA welcomes discussions with customers and other interested

stakeholders regarding how to increase utility delivery facility sales, including exploring the
ideaslisted n WPAGOs br i eSEeWBAG Be Exc BRI4AR-WG04, at 10;

Bogdonet al.,BP-14-E-BPA-43, at 13. However, adopting a relatively smaller rate increase for

utility delivery customers because of concerns about the potential for significant eustom

interest in purchasing utility delivery facilities would run counter to this policy.

The utility delivery charge should increase by more than the average transmission rate increase
in this proceeding in order to begin an aggressive transition toostlirecovery, but at the same
time, utility delivery customers should not be facing a doubling or more of the utility delivery
charge. Bogdoet al.,BP-14-E-BPA-43, at 165seelssues 4.3.214.3.2.2. The utility delivery

charge for FY 20142015 also Bould encourage the purchaseoffowo | t age facil i ti e
proposal appears to be best tailored to achieving these results and strikes an appropriate balance
for the utility delivery charge for FY 2012015.

Decision

St aff és pr op oudilayldelivery chargedy 2bercerd fortFi@l4 2015 is
appropriate and will be adopted. BPA will continue to encourage the purchase-vbliage
facilities during the rate period.

Issue 4.3.2.4

Whether BPA should allocate to all other transmissegments the FY 2012015 utility
delivery costs that are not recovered through the utility delivery charge.

Partiesd® Positions

Iberdrola recommends allocating to NT customers the utility delivery costs that are not recovered
through the utility delivergharge. Iberdrola Br., BP4-B-IR-01, at 9.

BPA Staffodéds Position

Staff recommends allocating the utility delivery costs that are not recovered through the utility
delivery charge to all other segments based on net plant investment. BogdoBP-14-E-
BPA-43, at 14.

Evaluation of Positions

In the Initial Proposal, Staff recommended allocating the utility delivery costs that are not
recovered through the utility delivery charge to the Network segment. Transmission Rates
Study BP-14-E-BPA-07, at 79.Staff changed its position in rebuttal testimony in response to
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concerns expressed by Powerex. Bogeloal.,BP-14-E-BPA-43, at 14. In its rebuttal
testimony, Staff reasoned that allocating the costs to all other segments was more equitable,
because one of the other segments benefit from the utility delivery facilities, and therefore no
segment should bear the entire cdsdt. In addition, allocating the utility delivery costs to all
other segments based on net plant investment is consistentaviteatment of DSI Delivery
costs and the Eastern Intertie surplics.

Iberdrola recommends that BPA allocate the utility delivery costs that are not recovered through

the utility delivery charge to NT customers only. Iberdrola Br;1B8MB-IR-01, at 910.

Iberdrola points out that only one utility delivery customer is not an NT customer, so allocating
theunder ecovery to NT customers woul d Ika@&Op t he s

Although all utility delivery customers except one &T customers, not all NT customers are

utility delivery customers. Bogdaat al.,BP-14-E-BPA-30, at 9; Transmission Rates Study
Documentation, BA4-E-BPA-0O7A, at667 2, 8 1. | berdr ol adsilitpr opos a
delivery customers taking Nesvice to bear a disproportionate share of utility costs, even

though those customers are included in the class of integrated network customers that Iberdrola
seeks to protect.

Staffés recommendation i s t he rmaentofthe gxaesst ab | e
costs and revenues from other segments. Bogtlah,BP-14-E-BPA-43, at 14.

Decision

BPA will allocate the utility delivery costs that are not recovered through the utility delivery
charge to all other segments based on net plargstment.

4.3.3 Eastern Intertie

Issue 4.3.3.1

Whet her BPA should eliminate the Eastern I|Inte
Eastern Intertie capacity into the Integrated Network.

Partiesd® Positions

JP10 states that the Eastern Intert@ $&parate segment, and rolling it into the Network would

be inconsistent with BPAG&6s | ongstalddi ng segme
JP1001, at 3. JP10 adds that rolling in the Eastern Intertie would unfairly transfer costs and

risks to the N&wvork customers without providing any benefitd. at 6.

RNP argues that the Eastern Intertie is not a true intertie but is an artificial segmentation that
operates as an integrated part o0IiI4RBRRB®6s trans
at6. RNP st ates that customers must pay the Mont
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net work rate to schedule energy over the East
therefore, BPA should roll the Eastern Intertie costs into the NetwRIN® Br., BR14-B-
RN-01, at 60. RNP adds that the fact that the primary use of the Eastern Intertie is for Colstrip

transmission Iis irrelevant to the rate treatm
RNPBr. Ex., BR14-R-RN-01,at 3. RNP alsdcai ms t hat BPAO6sSs uniform r
roll<i n of BPAOGS unsubscribed Eastern Intertie c:a

BPA Staffodéds Position

Staff proposed no change to the current Townsgadison Transmission (TGT), IM, and
Eastern Intertie (IE) rates. Metcalfd., BP-14-E-BPA-46, at 2.

Evaluation of Positions

The Eastern Intertie is radial to BPAOGs Integ
I ntertie itself is connected to, but does not
et al, BP-14-E-JP1001, at 3. Further, since energization, the Eastern Intertie has been used

primarily for transmission of Colstrip generation under the Montana Intertie Agreement. Metcalf

et al.,BP-14-E-BPA-46, at 9. This service is provided to only fipaties. Metcalét al.,

BP-14-E-BPA-35, at2 . Only 16 MW of BPAG6Gs Eastern Inter
sold on a longerm basis, and that was for transmission of Colstrip generation. Mettedhlf
BP-14-E-BPA-46, at10.

BPAOs c atheaEastetnyntemienwas originally intended for transmission of the generation

of one party, the Western Area Power Administration, and was separately segmented along with

the rest of the capacity on the linBee id. Thus, the separate segmentatioBd® Ads East ern
Il ntertie capacity is not an fartificial segme
reason. Admi ni st r at-IA-®% at B6.cAs distussed beldng theressi o n ,
insufficient evidence that relh would benefit Paific Northwest renewables, that failure to roll

in would discourage development of Montana generation, orthatmll of BPA&s East e
Intertie capacity would not be a precedent for rolling in the Southern Intertie, which could result

in a 15 percent irease in network rates. Metcalfal., BP-14-E-BPA-35, at 6.

As JP10 notes, there are no requests in BPAOG6s
BP-14-B-JP1001, at 4. Use of the Eastern Intertie does not includetienmg transmission of

other generation. These factors indicate that the Eastern Intertie should remain a separate

segment. Metcakét al.,BP-14-E-BPA-35, at 6. As discussed below, other reasons to roll in

BPA6s Eastern Intertie capacity have not been

Decision
BPA will not roll in its share of Eastern Intertie capacity.
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Issue 4.3.3.2
Whetherroli n o f BPAG6s share of Eastern I ntertie ca

renewable generation in the Pacific Northwesghile maintaining the IM rate would disa@age
development of renewable generation or other Montana generation

Partiesd® Positions

JP10 cites the absence of transmission servic
service queue. JP10 Br.,B&-B-JP160 1, at 4. Javidgaside tragmamessont hat i
costs, Montana wind is already competitive wi
Id. at 8. JP10 further argues that given its evidence of the levelized cost of wind generation, the

IM-14 rate Ai s nottudli keerl ys ulos thaarnvtei aln iampact on
in Eastern Montana projecidat9over Col umbi a Gor

RNP argues that eliminating the IM rate would help BPA to fulfill its responsibility under the
Northwest Power Act to encaage development of renewable energy resources. RNP Br.,
BP-14-B-RN-01, at 62. RNP argues that BPA ignores evidence of the relatively favorable
characteristics of Montana wind generation compared to wind generation in the Columbia River
Gorge and inappraopi at el y di scounts RNPO6s evidence of t
$2/ MWh cost of the I M rate in transmitting Mo
Br. Ex., BR14-R-RN-01, at9-11. RNP also argues that the IM rate discourages the use of

B P A dnsubscribed capacity by any Montana resouldeat 12.

BPA Staffodés Position

Staff testified that the National Renewable Energy Laboratory (NREL) has identified areas of
high-quality wind resources within the Pacific Northwest as defined in NortHemsger Act

section 3(14)(B), and that wind generation in such areas could reach the Eastern Intertie through
transmission service from a local transmission provider. Megtalf,BP-14-E-BPA-46, at4-5.

Staff testified that eliminating the IM rate widueduce transmission costs for utilities wishing to
acquire that generation. Metcalfal.,BP-14-E-BPA-35, at 3.

Evaluation of Positions

There is up to 9,000 MW of wind generation potential in MontéBeeMetcalf et al.,BP-14-E-
BPA-35,at4. Tere is also significant wind generatio
of the Continental Divide. Metcadit al.,BP-14-E-BPA-46, at 45; Williams and Yourkowski,
BP-14-E-RN-03, at 4.

At a 40 percent capacity factor for wind, roilof the Eatern Intertie would reduce transmission
costs on the Eastern Intertie by over $2/MWh. Williams and Yourkowskl,ZBB2RN-03, at 6.
However, the levelized cost of wind generation nationally ranges between $77/MWh and
$112/MWh. Bakeet al.,BP-14-E-JP1002, at 3. Given the high cost of wind generation, the
cost of transmission at the IM rate is only a small component of the delivered cost of eastern
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Mont ana wind generation. R N P cotmmestiveicdniraetd t hat ,
awardsfreqgnt 'y hinge on a smaller price different
BP-14-E-RN-03, at 4. However, RNP did not address whether sales of Montana wind generation
were precluded because of the IM rate. In fact, there is evidence that oveM060D

Mont ana generation has requested access to BP
notwithstanding the existence of the IM raMetcalfet al.,BP-14-E-BPA-46, Attachment 3,

at24-25.

Without some comparison of the costs of Montana and ColumbigeGand generation

(including consideration of the benefits of the higher capacity factor and favorable seasonal and
diurnal shape of Montana generation) and of the costs of transmitting generation in each area to
the BPA Network, it appears that kil would not encourage development of wind generation in
Montana to any significant degree. Further, the Colstrip owners have paid the TGT rate under

the Montana Intertie Agreement, in addition t
Colstrip generton to loads. Metcalét al.,BP-14-E-BPA-46, at 9. The evidence thus is
inconsistent with RNPO6s assertion that the I M

Montana generation.

Decision

Based on the evidence in the record,-iolh o f  BdmAniestie da@aacity would not
significantly encourage development of renewable generation in the Pacific Northwest, and
maintaining the IM rate would not discourage the development of Montana renewable
generation or other generation.

Issue 4.3.3.3

Wheherroll-i n of BPAOGs shar e ocbuldEesudt in edditional costséor t i e c a
network transmission customers or significant additional sales on the network

Partiesd Positions

JP10 argues that transmission customers of Montana wind genexatlld default on their

Network Open Season (NOS) obligations. JP10 Br-18B-JP1001, at11-12. JP10 states

that i f they do, and if BPA rolled the Easter
transmission customers would be left with stieehcostsid. I P10 ar gues that BPA
reforms have not been shown to protect existing ratepalerd. P1 0 al so argues t h
staff has not adequately considered the risk that importing wind generation from Montana would
exacerbate oversupplymditions and create additional costs for the Northwest utilities and
consunickat$d. o

WPAG argues that because of BPAG6s di minishing
its failure to use leasknancing in Montana, BPA would have to rely austomer financing for
incremental rate projects in Montana. Such financing would require credits to the customers to
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repay the loans, thus increasing network rates to make up for lost revenues. WPAGIR¢., BP
B-WG-01, at 3839. WPAG argues that thet@émplay between customer financing and

anincremental rate must be better understood before any decision is made to roll in Eastern

Intertie costs.ld.at 3 9. WPAG argues that BPA Staffods t
potential for Montanawind o add to BPAOGS oversupply probl em
undertake a Acomprehensive prospective review
BPAOGs Eastern Intert-i4d8-WSHhatdl t vy. WPAG Br ., B

RNP argues that because +iollwould encourage additional use of the Eastern Intertiejrroll
would be consistent with encouraging the widest possible diversified use of power consistent
with sound business principles. RNP Br. Ex.; BPR-RN-01, at 1516.

BPA Staffds Position

Stafftest i fi ed that i f BPAG&s Eastern Intertie cap.
increased demand for shderm firm and noffirm transmission service at the rolladNetwork

rate. Metcalkt al.,BP-14-E-BPA-46, at 6. Issues concerning Netw®pen Season and

incremental rates should be raised in other forulmhsat 7-9.

Evaluation of Positions

Only 184 MW of westbound capacity is available on the Eastern Intertie. MettehlfBP-14-

E-BPA-46, at 11. BPA St alitids to rangmé additiomabgengratiorh at new
would take several years to build, and RNPO&s
amount or likelihood of new servic&ee id.Williams and Yourkowski, BRL4-E-RN-03, at 7.

Thus, it is possible tha significant additional amount of the remaining wind generation
potential i n Montana could find its-l&By to BP
WG-01, at 43. Because Montana wind generation is envisioned to serve incremental Oregon and
Washingon RPS requirements in 2020 and 2025, there could be several thousand megawatts of
new Montana wind generation accessing BPAOGs t
significant cost impacts. WPAG Br., BA-B-WG-01, at 41 and 42, n.18ee alsdVetcalf

etal., BP-14-E-BPA-35, at 3, 5.

JP10 and WPAG also raise concerns about whether the Network Open Season (NOS) reforms
and incremental rates would sufficiently protect existing network customers. JP10-B4EBP
JP1001, at11-12; WPAG Br., BP14-B-WG-01, at39. These issues should be considered in
other forums.

RNPO6s as s eintwoutdmesult in mdreasedulsd of the network and encourage
widespread use of power consistent with sound business principles is not supported by the
evidence.In the 2010 Network Open Season, over 1,000 MW of transmission was requested
west from Garrison substation, 530 MW of which could be served by a project at embedded cost
network rates, while the remainder would be served at an incremental cost ratalf édeic,
BP-14-E-BPA-46, Attachment 3, at 2R1. Thus, any additional network use of a roiled

184 MW of Eastern Intertie capacity would be served at an incremental cost rate, not the
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embedded cost rate t h8SeWilkRiNPaddyoutk@vski, BRIMBEA Y as s um
RN-03, at 5. Further, the other parties to the Montana Intertie Agreement pay the costs of any
capacity on the Eastern Intertie that BPA does not sell. Metcalf, BP-14-E-BPA-35, at 9.

Because RNP presented no evidence comgithie willingness of Montana wind generation to

pay an incremental cost rate for seriwafce on B
BPAG6s 184 MW of capacit y-temonetworksaleeesul t i n addi

Decision

There is a risk of dditional costs fromroli n o f BPAOGs Easterimisl|l nterti e
unlikely to result in additional network sales.

Issue 4.3.3.4

Whetherroli n of BPAG6s Eastern Intertie canpplicity wo
other segments.

Parti es & Positi ons

JP10 argues that BPA Staff has not adequately assessed the risk of Eastern Iniarts eoll
precedent for rolln of other segments, notably the Southern Intertie and any generation
interconnection facilities that otherwise would beedily assigned. JP10 Br., B2-B-JP1001,
at12-13.

WPAG argues thatrel n of BPAG6s Eastern Intertie capacit
Northwest resources overcome a competitive disadvantage would also supporofrtie
Southern IntertieWPAG Br., BR14-B-WG-01, at 37.

RNP argues that #A(1l) there are sufficient dif
and other true interties; (2) there is insuff
of the Eastern Intertiand the Southern Intertie; and (3) any other concerns about precedent are
purely speculative and not supporteedB-by the r
RN-01, at 62. RNP also argues that-inlbf the Southern Intertie would result in no aidaal

revenues, whileroi n of BPAOGs Eastern Intertie capacity
RNP Br. Ex., BP14-R-RN-01, at 18.

BPA Staffodéds Position

The use of BPAOGs capacity on the Eastern Inte
Metcalfet al.,BP-14-E-BPA-46, at 911. In addition,roif n of BPA&s Eastern |r
would increase network rates between 0.02 percent and @et®&nt, whereas reith of the

Southern Intertie would increase rates by approximatepjeident, a far greater increase.

Metcalfet al.,BP-14-E-BPA-35, at 6. Staff prefers having a settlement on the issue of whether

roll-in of the Eastern Intertie would be a precedent for Southern Intertia.rad. at 11.
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Evaluation of Positions

InbohtheBR12 rate case and this rate casenofBPAGS
BPAGOs Eastern Intertie c apirawuldhaveforadindfthee pr ece
Southern Intertie, which could result in adércent Network ratincrease. Metcadét al., BP-

14-E-BPA-35, at 6. BPA Staff, JP10, and WPAG have stated concern about the precedent that

rolli n of BPAGs Eastern | nt-&ofthe Soutbesnpneertie, ang woul d
JP10 is concerned about the preced@ntoll-in of generation interconnection facilities that

would otherwise be directly assigned.

There are several distinctions between the Eastern Intertie and the Southern Intertie. Rolling in

the Southern Intertie would have a much greater ratedmfth The Southern Intertie is used

for interregional transfers in both directions, while the Eastern Intertie is used for deliveries in

one direction only, primarily for Colstrip generation. Metelal.,BP-14-E-BPA-46, at 10.

JP10 notes, howeveahat the Eastern Intertie could also be used in both directions. JP10 Br.,
BP-14-B-JP10, at 113. The record contains no evidence of other distinguishing characteristics.

Given the large rate increase that would result from Southern Intertia,/BPA cannot

conclude on this record that sufficient factors exist to distinguishrall of BPAG&6s East e
Intertie capacity from rolin of the Southern Intertie .

With respect to Eastern Intertie ral being a precedent for generator interconnectioititiac
roll-in, JP10 argued that the Eastern Intertie is essentially a generator interconnection facility,
and roltin would open the door to arguments that other generation interconnection facilities
should also be rolled into network rates. JP10 Br-1BB-JP1001, at 13. JP10 is free to raise
this issue in workshops that BPA may hold to discuss the circumstances under which it might
roll additional facilities into the Integrated Network.

This issue is appropriate for future segmentation workshops.

Decision

It cannot be determined on this record whether-molbf the Eastern Intertie would be a

precedent for rolin of the Southern Intertie. In the upcoming segmentation workshops BPA will
consider the circumstances under which it might roll addéidacilities into the Integrated
Network.
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434 CostAl | oc at i osmelidbiity Act/iRe& 6

Issue 4.3.4.1

Whether BPA should directly assign the projected costs of reliability compliance activities it
performs pursuant to agreements it has with certastamers.

Partiesd® Positions

JP04 focuses on agreements under which BPA has agreed to assume certain reliability
compliance responsibilities for specific customers related to customed transmission

facilities. JP04 Br., BR4-B-JP0401, at 2627. P04 recommends that BPA directly assign to

the individual customers the projected costs of the activities performed by BPA pursuant to these
agreementsld. at 26.

BPA Staffodés Position

Staff opposes JPOA406 setat, BR1d-EMBPA-AI]ah 26 Staff believeB o g d o
that BPAOGOs agreements refl e-xclhtedadviestitatrBBPAt s t
was already performing before mandatory reliability standards took efteat 18. All

customers benefit from these reliabiiglated activities, and any additional costs that BPA

incurs related to these agreements with individual customers are minimai 25.

n
0

Evaluation of Positions

JP0O4 maintains that BPA should directl-y assig
related agreements, because those actions benefit only the customers that are the parties to the
agreements. JP04 Br., BA-B-JP0401,at 2 8. BPAGs agreements fal
categories: (1t r ansmi ssi on operator 0 amadéeagstarwith, und
NERC as the transmission operator for the customer facilities and to assume legal responsibility

for complying with the reliability standards that apply to the transmission operator; and

(2)fdel egati on agr ee mentractsallyrespohsible to thercadtomer ®P A c o
compliance with certain standards that apply to{eaing entities and distribution providers.

Bogdonet al, BP-14-E-BPA-43, at 19. Under the delegation agreements, the customer retains

the ultimate legalesponsibility for demonstrating compliance to WECC and NERIC.

BPA was performing many reliabiliselated activities for the parties to these agreements before

the mandatory reliability standards were adopteldat 1819. BPA decided to continue

performing those actions after the reliability standards took effect, because doing so was more
efficient and helped ensure the reliability o
facilities. Id. at1 9 . The agreement s c amihuing tkoseB®idndds ¢ o mmi

BPA developed the delegation agreement in a rgalir public process in which BPA reviewed
all reliability standards and identified the requirements that BPA was already fulfilling for
customers. BR4-E-PC-01. BPA detanined that it was already fulfilling certain requirements
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governing resource and demand balancing; facilities design, connection, and maintenance;, and
protection and control. Exhibit A to the agreements confirms that BPA is responsible for those
requirenents only Seeid.; Bogdonet al, BP-14-E-BPA-43, at 2621. Exhibit B identifies the
requirement$or which the customer is responsibBP-14-E-PCG01. Cont rary t o JPO046
about the lack of benefits from the agreements, clear delineation ohsésifities promotes

reliability compliance by BPA and the customer and reduces staff time spent on compliance.
Bogdonet al, BP-14-E-BPA-43, at24,25. These are benefits to all users of the system.

The transmission operator agreements providdairenefits. BPA operated the facilities at

issue in those agreements as part of the grid prior to issuance of the mandatory reliability
standards. From an operational perspective,
Bogdonet al, BP-14-E-BPA-43, at 19, 25. Continuing these operational arrangements is in the
best interest of efficiency and reliabilityd. All users of the system benefit from more efficient

and reliable operationdd. at 18.

JP04 argues that the general praomotf reliability through compliance with the standards is
insufficient to justify imposing the costs of compliance on other customers. JP04 Br. Ex.,
BP-14-R-JP0401, at #8. JP04 maintains that there is no reason to believe that customers would
defy their compliance obligations in the absence of the agreemiehtat 7. However, the issue
goes beyond a question of compliance by one entity or another. BPA entered into these
agreements to preserve operational and planning roles and responsibdttasveioped long

before the mandatory reliability standards took effect. Bogdah, BP-14-E-BPA-43,

at1819. Staff reasonably believes that it is in the best interest of reliability and operational
efficiency for BPA to continue fulfilling these sponsibilities.ld. As Staff testified regarding

the Transmission Operator agreements, the agreements confirm the operational practices that
Acontinue to make the most senseo for BPA and
standards were adoptettl. at20. All customers benefit from sensible operational

arrangements.

BPA was not charging individual customers for any costs of its actions prior to the adoption of
mandatory reliability standards, and the agreements continue that arrangemendingdoo

JP04, BPA has not demonstrated that its failure to charge individual customers was ever
appropriate. JP04 Br. Ex., BR-R-JP0401, at 89. As discussed above, however, the activities
covered by the agreements are in the best interest of @medagfficiency and reliability of

BPAG6s system in general, and it is appropriat
of mandatory reliability standards did not change that fact.

JP04 also maintains that the record does not demonstratethat he r el i abi |l ity ac
by BPA prior to [the issuance of the standard
JP04Br. Ex., BR14-R-JP0401, at 9. As discussed above, BPA developed the delegation

agreements by reviewing the rdlity standards and determining which requirements it was

already fulfilling for customersBP-14-E-PCO01 ( BPAG6s responsBPAX)0 Dat a
Stalff testified generally that the agreements address activities that BPA was performing for
customersprior to the effectiveness of the mandatory reliability standaBdgdonet al, BP-
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14-E-BPA-43, at1l81 9 . JP0O4 does not cite any evidence
demonstrates that the activities that BPA performs now differ from thpse€darmed in the past.

Although the record does not demonstrate with specificity that all requirements are exactly the
same, the evidence weighs heavily in favor of

JP0O4 | ists certain activiti etlseadgrderaents.iJPO4Brl, | eges
BP-14-B-JP0401, at 27 n.102; Oral Tr. 170 (reciting the same list of activities). JP04 appears
uncertain as to which activities BPA undertakes under these agreements, but the activities that

JPO04 lists appear to be theprimarp ur ce of the fAprojected costso
directly assign. Hollandt al, BP-14-E-JP0401, at 21 seealsoBogdonet al, BP-14-E-

BPA-43, at 17.

Staff is in the best position to know which reliabiiglated compliance activities BPA

perfams, and Staff testified that BPA was not performing most of the activities that JP04 lists.

Id. at 2:22. BPA likely would be spending just as much time on reliability compliance issues
without the agreement s, an dcifiaallyyo these dgleement® nal 0
appear limited.ld.

JP04 maintains that the conclusion in the Draft ROD that additional costs attributable to the
agreements are | imited is specul atbtalomns tasnd dfh a
B P A 6 wvitiea ard limited. JP04 Br. Ex., BR-R-JP040 1 , at 9 (emphasis in
testimony provides credible evidence to suppo
acknowledged that it does not track the costs individually, but it evaluatectithresat takes to

comply with the standards addressed in the agreements and excluded the costs of activities that it
would perform anyway for its own compliance obligations. Staff concluded that the costs

attributable specifically to these agreementateeto staff time and administrative expense.

Bogdonet al, BP-14-E-BPA-43, at 2425. Under the agreements, BPA does not perform

operations and maintenance work that involves a physical presence out in the field, and its

actions generally involve simptertifications of compliance, cooperation, and coordination with

other transmission entities and actions that BPA would perform for the FCRTS regardless of the
agreementsld. at 1921. Given the evidence regarding the nature and extent of the tasks tha

BPA is performing under the agreements, it is reasonable to conclude that the costs are limited.

JP04 also maintains that even if the costs are limited there is no justification for assigning them

to transmission customers generally. JP04 Br. Ex]8R-JP0401, at 9. However, the cost
allocation is not based solely on the limited nature of the costs. As noted above, the agreements
benefit customers generally. In addition, BPA spends time and administrative expense on almost
every customer withowtssessing charges specifically to any customer. Bogidaly BP-14-E-

BPA-43, at 24. For some of the activities, such as the dispatcher function it may not even be
possible to attribute particular costs to particular customdrst 25. Given theskcts, BPA

does not believe that it is in customerso or
recording the time spent on individual customer issues.
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JP04 expresses the specific concern that BPA may be liable for monetary sanctions for actions
taken under the agreements. Oral Tr. 175. J
| arger penaltyo than the counterparty to the
JP04 Br., BP14-B-JP0401, at 27 n.103. The record demonstratesBR#& has not paid any

sanctions or other amounts under the agreements and provides no basis to conclude that there are

any such costs to directly assign. Bogeval, BP-14-E-BPA-4 3, at 22. JP0406s ¢
about the potential for larger penaltiesiscspel at i on, and 1t suggests t1l
BPAG6s decision to enter into these agreements

JP04 argues that, by relying on the fact that BPA has paid no penalties related to the agreements
inthepast, BA fattempts to obscure the fact thato i
penalties. JP04 Br. Ex., BR+-R-JP0401, at 9. Even if this were true, this argument relates to

the wisdom of entering into the agreements rather than to rates.0Asld&s not deny, BPA has

never been liable for any penalties under the agreements, so no penalties are at issue for purposes
of cost allocation or rates. JP0O4 recommends
associated with these agreement04JBr., BR14-B-JP0401, at 2628. BPA does not project

any reliability violations or sanctions during the rate period, and no customers benefit by the
assignment of neexistent costs. Indeed, the entire purpose of the agreements is to avoid
violationsand penalties.

JP04 argues that the record does not support a decision to include the costs associated with the
agreements in general transmission ratds.at 2829; JP04 Br. Ex., BR4-R-JP0401, at 10.

To the contrary, the above discussion ideegithe evidence that supports this decision. The

only evidence that demonstrates that there ar
testimony about staff time and administrative costs related to compliance responsibilities.

Bogdonet al, BP-14-E-BPA-43, at 25. Staff believes these costs are miniaal The record

provides no basis to conclude that BPA is incurring significant costs due to these agreements.

BPA spends staff time and administrative costs on specific issues for alragstransmission

customer, and no other customers have been directly assigned thosédcast®4.

JP0O4 argues that the absence of evidence is d
in discovery. JP04 Br., BP4-B-JP0401, at 29 n.105JP04 pointed out in testimony, its brief,

and at oral argument that Staff objected to some of its data reqleestdollandet al, BP-14-

E-JP0401, at 24; Oral Trl7273. JP04 suggests that it has been denied its procedural rights

under section 7)iof the Northwest Power Act as a result. JP04 Br:1BB-JP0401,

at29n . 105 . The record shows that Staff objecte
that they sought information that is outside the scope of this proceetieagP-14-E-PC-01.

The record also shows, however, that Staff re
notwithstanding the objectiorld. Moreover, JP04 did not move to compel production of any

addi tional response from St af fsiswaamadmit@dPimad s r es
the record without objection. BR4-HOO-40. JP04 has received all the process that the

Northwest Power Act requires.
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Decision

BPA will not directly assign the costs of reliability compliance activities performed by BPA on
behalfof individual customers.

4.3.5 Billing Factor for Scheduling, System Control, and Dispatch ServicRate

Issue 4.3.51

Whether BPA should retain the existing SCD billing factor for NT customers and establish a
separate SCD rate for those customers.

Par t iostien8 P

JPO3 opposes the I nitial Proposal 6s use of a
the billing factor for SCD service for NT customers. JP03 Br:1BB-JP0301, at 22. JP03

recommends retaining the existing billing factor, whicke t he cust omer 6s net wo
hour of the monthly transmission system peak, or a coincident peak billing fattor.

BPA Staffodéds Position

Al t hough Staffodés Initial Proposal wused a cust
bilingfact or for SCD service for NT customers, St
direct testimony. BA4-E-SN-O7-V1 0, at 36 (BPAOGs r eBPAA2A).se to D
Staff now supports retaining the existing billing factta. Staff also ecommends, however,

establishing a separate SCD rate for NT customers to ensure that changing the billing factor for

NT customers does not result in increasing the SCD rate for all custolahers.

Evaluation of Positions

In the Initial Proposal, Staffprpoosed t o use a customer 6s highes
(NCP) as the billing factor for NT service, utility delivery service, and SCD service for NT

customers. Bogdoet al.,BP-14-E-BPA-30, at 4, 9Transmission, Ancillary and Control Area

Servie Rate Schedules and General Rate Schedule Provisioig-BBPA-10, at 42. JP03

and WPAG submitted direct testimony regarding the disparate impacts the proposed billing

factor would have on NT and utility delivery customers, but there was relatittldydiscussion

of the SCD billing factor. Scott and Carr, BB-E-JP0302, at 25, 289; Salebat al, BP-14-

E-WG-01, at 354 O . Staffés rebuttal testimony | ikewi s
and utility delivery serviceSeeBogdonet d., BP-14-E-BPA-43, at 4, 16. Staff supported

retaining the existing billing factors for those services, but Staff did not take a position on the

SCD billing factor for NT customerdd.

I n response to a data r eq uteedhy Tacoma Fotver,fStafb s r e b u
said that it supports retaining the existing billing factor (CP) for SCD ser@eeBP-14-E-
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SN-07-V10, at 36. No party has objected to retaining the existing billing factor for SCD service
for NT customers.

In the InitialProposal, one SCD rate applied to all laagm transmission service. Transmission
Rates Study, BR4-E-BPA-07, at 74. Staff calculated that rate by dividing the SCD revenue
requirement by the sum of the SCD sales forecasts for all transmission seliegs.374.

Thus, each transmission service was allocated a portion of the SCD revenue requirement equal to
its proportion of the sales forecasts.

The SCD sales forecast for NT customers in the Initial Proposal was based on a 12 NCP load
forecast. Tansmission Rates Study Documentation;IBFE-BPA-07A, at 9, 19. Thus, NT
customers were allocated a portion of the SCD revenue requirement on the basis of the 12 NCP
load forecast.Seedd. at 19. The 12 NCP billing factor proposed by Staff fully reced this

allocated amount of the SCD revenue requirement from NT custoihders.

Because a 12 NCP load forecast allocates more costs to NT service than a 12 CP forecast would,
the use of 12 CP for both the NT sales forecast and the NT billing factial aiocate fewer

costs to NT service and raise the SCD rate for all other custo®ees. at 9;seeBP-14-E-

SN-07-V10, at 36. The purpose of adopting a CP billing factor for NT service, however, is to
avoid disparate impacts on NT customers, noétluce costs to those customers. By calculating

a separate SCD rate for NT customers, BPA can allocate those customers their share of the SCD
revenue requirement based on the 12 NCP load forecast while using the existing 12 CP billing
factor to avoid disprate impactsSeeBP-14-E-SN-07-V10, at 36. This approach prevents any
impacts to other customer classes.

Decision

BPA will retain the existing (BR2) SCD billing factor for NT customers and establish a
separate SCD rate for those customers.
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5.0 PARTICIPANT COMMENTS

51 Introduction

This chapter summari zes and eval udd4ratscasehe com
As defined in BPAGs procedur eci gdaont c® narue tp enrgs
organi zations that comment on BPAOG6s rate prop
process with the responsibilities of #Aparties
thus are not allowed to submit commesssparticipants. Participant comments are part of the

official record of the rate proceeding and are considered when the Administrator makes his final
decisions.

On November 8, 2012, BPA publ i Fibcald i n the Fed
Year(FY) 20141 2015 Proposed Power and Transmission Rate Adjustments; Public Hearing and
Opportunities for Pul@1FedRedb6966(2008). ThenFbde@lo mment . O
Register notice may be viewed on the BPA Web site under Finance & Rates, Rate Cdges, BP

Rate Case, FRN & Rate Schedules. The Federal Register notice set a deadline of February 15,
2013, for participant comments.

Springfield Utility Board (Springfield) and Canby Utility (Canby) submitted comments as

participants (comment numbers BP14120009 BR14120011). Both these utilities are BPA

customers and are members of the Public Power Council (PPC), which represents publicly

owned utilities in BPA rate cases both as a party and as a member of several joint parties. As

stated inthe Federal Regist noti ce, ABPA customers whose r a
or their affiliated customer groups, may not
66969 (2012). Moreover, Springfield and Canby did not file general comments in the

proceeling. Instead, they commented on technical matters that are issues in the rate case and
have been heavily IlIitigated by the parties to
for cost allocation of Network Segment costs and the average ragasador transmission

service to BPAOGs NT customers.

If Springfield and Canby were allowed to use the participant comment process to address
substantive issues, rate case parties with opposing views would be placed at a disadvantage, as
theywouldhavenopportunity to question the utilities
refutation. Springfield and Canby cannot escape the duties of a rate case party by using the
participant comment process as a means of subverting the due process of rate case parties
Therefore, Springfield Utility Board and Canby Utility may not file participant comments, and

their comments will not be addressed in this Record of Decision.

Including the above comments, BPA received 12 comments through the participant comment
proces . Summaries of the participant comment s,
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5.2 Participant Comments

Comment. Participant Christopher Calder requested that BPA not spend any more money on
wind power projects, cont ernbdoinn gf rtehea te nBePrAg yc osuol |
Heal so stated that Ahigh energy prices = high

Response.This comment addresses issues that are outside the scope of the rate proceeding. To
address the comment briefly, however, it should bednibiat BPA does not own resources.

Therefore, BPA does not purchase resources, including wind projects, but instead markets the
output of the resources (the power produced). In its Resource Program BPA determines the

types of resources to acquire. BPw@fSdevelops the Resource Program analyses and
recommendations to be consistent with the Nor
recent Power Plan. BPA recently released its 2013 Resource Program, which shows that BPA

will not need to acquire amgsources for use during the next rate period. If BPA did decide to

acquire the output of a major resource, BPA would conduct a formal public process as required

by the Northwest Power Act.

As to the effect on rates, as noted in the Federal Registee BRA published for the B4

rate proceeding and in section 1.2.1 of this Record of Decision, BPA determines its spending

level® the costs on which power and transmission rates aredasedpublic process, the

Integrated Program Review. This procisseparate from the rate proceeding, and material
related to the Administratordéds decisions on ¢
record of the rate proceedin@7 Fed.Reg.66966, 669672012). As noted below and in ROD
section2.1,BPA is aware of the potential impacts of its rate increases. BPA strives to minimize

its rate increases while ensuring it has the funds to meet its many statutory obligations.

Comment. Several participants (seffientified as Dupree, Janet Young, Anaersand

DeBiddle (two comments)) in the Port Angeles city utility service territory stated that a BPA rate
increase would be a hardship for them. BP14120004, BP14120005, BP14120006, BP14120007,
BP14120008. These commenters cited regional unemploymeitt kvd the general economic

situation as well as their own financial situations. Participant Jacqueline Larsen stated that BPA
Staffds I nitial Proposal rate increase 1S exc
nonprofit agencies. BP14120015.

Response.This issue is addressed in section 2.1. BPA is mindful of, and has taken into account,

the impact its rates have on its wholesale power and transmission customers; at the same time,

BPA must recover its costs and make necessary investmemtstdot the value of the Federal

Columbia River Power System for current and future power consumers. BPA notes here that it

sells wholesale power and transmission services. It does not have control over how the utilities

that buy its products and serggrecover their costs from consumers in retail rates. BPA hopes
that consumers wil|l | earn as much as possible
public processes held by their utility, and let their utility know how cost increésestaem.
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Comment. The Governor of Montana filed participant comments stating that BPA should aid

the development and expansion of renewable energy in Montana by removing the Montana

Il ntertie fipancakeo rate. T ke @pancakevioe therlMontanass t at e d
Intertie could boost the development of wind resources in Montana, providingmaadbd jobs

and local government revenues for rural Montana. BP14120010.

Response.This issue has been litigated in the rate case and is aeldiadRecord of Decision
sectior4.3.3.

Comment. Participant Charles Pace stated that setting February 15, 2013, as a final date for
participants to submit written commenrlds and

proceeding violate the prodeu r a | requirements in the Northwes
ability to develop a full and complete record. Dr. Pace commented that limits on participant

opportunities in the rate proceeding are firep
the 96th Congress to allow the public at | arge

programs related to energy conservation, renewable resources, other resource, and protecting,

mi tigation, and enhanci ng fmplehthagbecausei | dl i f e r
participants are not able to fAaddress the pro
be outside the scope of the rate case, the Re
the Administrative Procedure Act, 5 UCS.7020 6 . O BP14120013.

Response.Setting a reasonable limit on the time for submitting participant comments (as the
February 15 limit is) does not violate the procedural requirements of the Northwest Power Act.

Dr . Pacebds under | bethatPAcdenied participants prpcedaral protéctmns
when it set the date for public comment befor
crossexamination, and filing of briefs. The Northwest Power Act requires the Administrator to
publishnot i ce of the fAproposed r at 8393i)(1l). Thet he Fede
Nort hwest Power Act requires the hearing of fi
comment in the form of written and oral presentation of views, data, questidasgument

related tasuch proposed rateso 1 63398(%Z) (erphasis added). That is, the public has

the right to respond to BPAOGs initial rate pr

BPA filed its Initial Proposal on November 8, 2012, more than three months before the date se

for the end of receipt of public comments. As a result, all participants had adequate opportunity
to review and comment on BPAOGs rate proposal
for participant comment sredtaaseaifthefuturet he f il i ng

Dr. Pace also states ttihe limitation on the scope of the rate proceediegied both parties and
participants their rights unddé¢hedetvelogmetiair t hwe st
regional plans and programs relate@t@rgy conservation, renewable resources, other resource,
and protecting, mitigation, altSE€MEBHI).ni ng fi s
addition, Dr . Pace states, Aithe restrictions
Il imitations on all partiesd ability to addres
violates the Administrative Procedures Act. The contention that Northwest Power Act or the
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Administrative Procedures Act mandates that parties and partgigenentitled to address

regional plans, energy conservation programs, renewable resources, enhancing fish and wildlife
resources, and program costs within a rate case is misplaced. As stated in the Federal Register
notice, these programs arenotaddzeds i n t he rate case, which is
are established. BPA conducts separate public processes to address the ifacssrBises.

The mere fact that BPA is conducting a rate case does not open the door to allow parties or
participants to address any matter that they wish. The Administrator must be allowed to exercise
the discretion necessary to establish the scope of the proceeding in order to allow the proceeding
to be conducted in an orderly and timely manner. The fact thatrcentitters are deemed to be
outside the scope of a rate proceeding does not deprive parties or participants of the opportunity
to comment on such matters. BPA conducts a number of other forums wherein regional plans,
conservation, and fish and wildlifeitigation, along with many other matters, are discussed in
separate public forums. The fact that those matters are determined by the Administrator to be
outside the scope of the rate case does not prevent Dr. Pace or any other person or entity from
commeriing on these matters in those other forums; nor does such determination violate the
Northwest Power Act or Administrative Procedures Act.

Comment. Parti ci pant Cherie A Kidd stated that B
Adi sproportinomnate Pompadngebes commu-nity. o Sh
coincident peak method for allocating costs t
in our transmission rates of wup to an alar min
Ai treentt20o0i nci dent peak allocation and bill <cal
she suggested that BPA Ainclude in the new ca
di sproportionate i mpact on a single community

Response.This isse was litigated in the rate case and is addressed in Record of Decision
section 4.3.1.
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6.0 NATIONAL ENVIRONMENT AL POLICY ACT ANALYS IS

6.1 Introduction

BPA has assessed the potential environmental effects that could result from decisions being
made through the 2@1Wholesale Power and Transmission Rate Adjustment Proceeding,
consistent with the National Environmental Policy Act (NEPA), 42 U.S.C. § 432%&(
TheNEPA analysis is conducted separately from the formal rate process.

BPA previously prepared the po}-level Business Plan Final Environmental Impact Statement
(Business Plan EIS), which evaluates the environmental impacts of a range of business structure
alternatives that include, among other things
transmissia products and services. DOE/EI$83, June 1995. The BPA Administrator also

issued a Record of Decision (Business Plan ROD, August 1995), which adopted the Market

Driven alternative from the Business Plan EIS. As discussed in more detail below;1de BP

rate proposal falls within the scope of the MarReitven alternative and is not expected to result

in environmental impacts that are significantly different from those examined in the Business

Plan EIS. The decision to implement the-BPrates thussitiered to the Business Plan ROD.

Although BPA is electing to tier its decision to the Business Plan ROD, BPA notes that this rate
proposal is the type of action typically excluded from further NEPA review pursuant to U.S.
Department of Energy NEPA regtilons, which are applicable to BPA. More specifically, this

rate proposal falls within Categorical Exclusion B4.3, found at 10 CFR 1021, Subpart D,
Appendi x B, which provides for the categorica
changes for elctric power, power transmission, and other products or services provided by a

Power Marketing Administration that are based on a change in revenue requirements if the
operations of generation projects woledsd r emai
BPA laid out a strategy in the Business Plan EIS and ROD for NEPA compliance concerning

future businesselated decisions, and believes that a ROD tiered to the Business Plan ROD is an
appropriate means for ensuring NEPA consideration of thg&BRes.

6.2 Business Plan EIS and ROD

The Business Plan EIS was prepared in response to a need for an adaptive business policy that
would allow BPA to be more responsive to the evolving and increasingly competitive wholesale
electricity market, while still meetgnits business and public service missions. Accordingly,

BPA designed the Business Plan EIS to support a wide array of business decisions, including
decisions related to rates for products and services in rate cases in 1995 and thereafter. Business
PlanEIS, section 1.4. BPA identified several purposes for consideration, including achieving

strategic business objectives; competitively
for equitable treatment of Columbia River fish and wildlife; achieviRgB6 s s har e of t h
Nort hwest Power and Conservation Council ds co

to understand and administer, stable, and fair; recovering costs through rates; meeting legal
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